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Profit planning — 
cuhat tt 1s —how to apply it 


[urs book is about a vital matter—the planning and 
control of profits. Its premise is that profits are pos- 
ble, even in the face of reduced volume, through the 

e of a practical engineering procedure. 

The application of the technique advocated will 
enable an executive to chart his sales, cost and profit 
course, on a flexible basis, so as to end the year with 
a profit. The practicality ev its exposition has been 
demonstrated 1 a a number of well-known instances. 


J ust published 
Profit Engineering 


Applied Economics 1n Making Business Profitable 


by C. E. KNoEpPPEL 


Manage a ; Executive Director, Advisory Management ( 


vith foreword by Frep W. SHIBLEY 
¢ President, Bankers Trust Company, New York Cit 


*s, OXQ, 45 tllustrations, $3.0 


THIS book outlines a plan of business organization and methods of oj 


such as to assure a profit as far as is humanly possible under good manage! 
Out of the author’s wide consulting practice he has developed p 
ideas and methods for business planning, control and operation t 


- 
as simply direct and effective as engineering formulas. These n 
have been tested in practice and are adaptable to any business. A 


feature is the Profitgraph and other graphic methods of bringing out 


factors in profit-making. 
The procedure described in this book | 





In his foreword : 
pion gopegty is ance of profit. Step by step each element i 


engineering is taken up, its results demonstrat 
[has Come. for’ serious thinking | its application explained. This book meets 
$ control in industry generally. I business needs and is of importance, not onl) 
top executive, but to men in management p 
all along the line, to accountants, sales and | 
tion officers, bankers, etc. 


Krep W. SHIBLEY 
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SQUARING THE CIRCLE OF THE 
INTERNATIONAL ACCOUNT 


By ALONZO E. TAYLOR 


HE understanding of the problem 
of our foreign trade will be pro- 
moted if we place ourselves in the 
of a merchant instead of look- 
at the situation solely from the 
standpoint of an accountant. The 
summarized bookkeeping and subse- 
quent interpretation of the account are 
highly valuable to traders as well as to 
nomists, but in the final analysis 
problems of the traders are those 
rice and payment. The daily 
of traders to secure bills of 
exchange are, so to speak, the letters 
with which the words of commerce are 
1. Looking forward to the for- 
commerce of this country during 
the next few years, which we hope are 
to be years of recovery and expanding 
usiness, the traders of the world ask 
themselves how much they can pur- 
hase and sell at current or prospective 
prices, and under existing tariffs, in 
) 1 not merely to the wants of 
importing countries and supplies of 
exporting countries, but also to the 
lume of instruments of payment. 
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Several years ago Felix Somary! drew 
attention to the fact that movement of 
capital now tends to exceed movement 
of goods; the advantage and risk of this 
situation to the trader we are not yet 
clearly able to appraise. 


The Balance of International 
Merchandise Trade 


When the merchant scrutinizes the 
international account of this country 
during the past ten years, he finds, 
perhaps to his surprise, that in respect 
to visible items and associated services 
the credits and debits are approxi- 
mately in balance. Three items on 
each side practically cover the field of 
merchandise trade: (1) imports and 
exports of merchandise; (2) payments 
for and receipts from freight services; 
and (3) tourist expenditures. The 
freight charges apply to the inbound 
and outbound movements of the mer- 
chandise reported in values. Expendi- 
tures of American tourists abroad are 





1 Changes in the Structure of World Economics Since 
the War. London: P. S. King & Sons, Ltd., 1931. 
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equivalent to imports of goods and 
associated services; expenditures of for- 
eign tourists in this country are equiva- 
lent to exports of goods and associated 
services. Using the figures in the 
annual reports of the Balance of Inter- 
national Payments of the United States, 
issued by the United States Depart- 
ment of Commerce, we obtain for the 
decade 1922-31 the following cumula- 
tive results, in millions of dollars: 


Debits 
$47,911 


Credits 

$48,458 
When the figures, year by year, are 
converted into 1926 dollars, we obtain 
the following: 


Debits 
$50,447 


Credits 
$50,958 
Obviously, the merchandise account, 
thus stated, has been in approximate 
balance over the decade, since the 
aggregated plus and minus errors of the 
compilations are considerably in excess 
of the difference between the final sums. 
If immigrant remittances had been 
included (for which there is only partial 
justification), the debits would have 
exceeded the credits by nearly $2 
billion. 

It thus appears that if we had pos- 
sessed only a visible international com- 
merce during the decade, the past 
would be easy to understand and the 
future easy to forecast.? Our foreign 
trade would resemble that of a country 
whose commerce with other countries 
consists mainly in exchange of goods 
for goods, balanced by price adjust- 
ments and by small movements of gold. 
When a country is either a net debtor or 
a net creditor to a small extent, the 
invisible items are absorbed, so to 


2In 1932, exports of goods exceeded imports by 
$295 million, despite dumping from countries with 
depreciated currencies and various impediments to 
exports from this country. 





speak, and the items of visible trade a;. 
relatively easy of adjustment. By; 
when a country is a net debtor o, 
a net creditor to a heavy exten: 
the visible items are not relatively 
independent of the invisible item; 
Our country is a heavy net credito; 
country; therefore, the magnitug 
of the invisible items must be appraised 
if what may be termed the interferenc: 
with the visible items by the invisibl: 
items is to be appreciated. 

Of course, the balance of merchandise 
trade during the past ten years reflected 
the influence of our foreign lending 
and of the heavy travel of Americay 
tourists abroad; but the same general 
relation between imports and exports 
of goods has continued, even since 
exports of capital and the foreign 
expenditures of American tourists de. 
clined. We assume that, with tariffs 
and prices as they are, our merchandise 
trade for the time being continues i: 
balance, and this will persist during the 
next few years. 


The International Debt Situation 


The long-term foreign investment: 
of American nationals may be taken as 
equivalent to $15.7 billion par value. 
The long-term investments of foreign 
nationals in the United States may be 
taken as equivalent to $4.7 billion par 
value.* This leaves a net creditor 
position equivalent to $11 billion. For- 
eign investments here are mostly in 
securities. About one-half of our for- 
eign investments are direct, that is, 
in properties; the other half are in 
securities, mostly dollar bonds. The 
average rate of return on the America! 
investments abroad is higher than on 





* Both have been reduced recently, especially for- 
eign investments here, but to an extent not now 
computable. 
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-he foreign investments in this country, 
, difference which we may disregard, 
however, in view of the probability of 
reduction in rate of interest of our 
foreign investments. In order not to 


) oresent an extreme case, let us assume 


hat the average rate in the near future 
<%: then the net annual return due 
, the long-term investment account 
would be equivalent to $550 million. 
We have also the account of inter- 
covernmental debt. The payments 
scheduled from foreign governments 
our Government during the next 
few years are close to $250 million 
a year. Adding this rounded figure 
to the estimate of $550 million just ar- 
rived at, we obtain a figure of $800 
million, corresponding approximately 
to the sum annually due the United 
tates in service charges and amortiza- 
on long-term foreign loans and 
investments. 
[f, now, during the next few years the 
relations of our imports and exports 
' goods, the ocean freight services, 
ind the expenditures of American tour- 
ists abroad and foreign tourists in this 
ountry remain about as they have 
been, on the average, during the past 
lecade, how are the foreign debtors to 
make annual payments equivalent to 
million? ‘These payments can- 
not be made in American currency 
collected abroad; they cannot be made 
inthe currencies of the debtor countries; 
they cannot be made in the currencies 
f other countries (such as Holland and 
Switzerland), and they cannot be made 
in gold. The latter holds true on 
several grounds, one of which is the 
limited outturn of new gold in the 
world. These payments can only be 
made in dollar exchange, if made on a 
monetary basis. 
The situation thus confronting us is 
the inability of our foreign debtors on 


ls 


$800 


capital account to secure dollar ex- 
change after the items in the merchan- 
dise account have been cleared. Let it 
be assumed for the sake of simplicity, 
and itis largely true in fact, that import- 
ing and exporting merchants first ex- 
change their bills of trade, their 
individual debits and credits. This 
implies that those who buy and sell 
goods internationally have, in effect, a 
clearing-house where such transactions 
are cleared before the buyers of for- 
eign exchange for use on investment 
account appear upon the scene. The 
dollar bills of exchange received by 
foreigners who sell to Americans are 
turned over to the foreigners who buy 
from Americans. If our exporters of 
goods and associated services clear 
their transactions with our importers 
of goods and associated services, and 
these accounts practically balance, 
what then develops when foreign 
governments try to secure dollar ex- 
change to the extent of $250 million 
for payments scheduled to our Govern- 
ment? What happens next when, 
simultaneously, foreign governments 
and foreign nationals try to secure 
dollar exchange to the extent of $550 
million to make payments due to 
nationals in thiscountry? ‘These debt- 
ors find the counter denuded of dollar 
exchange. 

The dilemma, of course, is not essen- 
tially different if the available dollar 
exchange were first seized upon to pay 
sums due on the investment account, 
to the embarrassment of merchandise 
trade. On a free market the competi- 
tion between goods and investments 
for bills of exchange varies according 
to circumstances and prices. In the 
debtor country, the borrowing class 
may pay its interest while the consum- 
ing class goes short, or the consuming 
class may fill its import wants while 
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the debtor class falls into default. 
Governmental control (rationing) of 
foreign exchange has the objective, 
among others, of mediating between 
the two sets of claimants. A few years 
ago, the debtor countries sought to 
give preference to interest payments 
due abroad, in order to maintain their 
foreign credit. More recently, how- 
ever, the tendency has been to authorize 
importation of minimal supplies of 
goods at the risk, and with the occur- 
rence, of default on interest payments. 
The creditor country stands more or 
less passive; it cannot dictate what use 
debtor countries shall make of limited 
supplies of foreign exchange. It does 
no good for the holders of foreign obli- 
gations to make claim of priority; the 
debtor countries have the right and 
power, and indeed the obligation, to 
decide on the uses to which available 
foreign exchange shall be put. It may 
be said that payments on international 
debts are a tax on international com- 
merce; but the tax may be defaulted, 
and there is no recourse like foreclosure 
for default of domestic tax. 


Proposed Methods of Debt Payment 


We, therefore, approach an impasse. 
Following the shipment of exports and 
the receipt of imports of goods and 
associated services of equivalent values, 
a barter, in effect, the foreign debtors 
have no dollar exchange with which to 
make debt payments. This is the 
main reason for the numerous recent 
defaults by foreign governmental and 
private debtors. The world-wide de- 
pression has accelerated the onset of 
the impasse and intensified it; but the 
impasse was inherent in the circum- 
stances of a net creditor country which 
had an approximate balance of mer- 
chandise trade. 


There are five possible methods, mor 
or less hypothetical, of extrication fron 
the impasse: 

(1) To reduce American exports ¢ 
merchandise by $800 million. 

(2) To enlarge American import 
of merchandise by $800 million. 

(3) To increase foreign expenditure; 
of American tourists by $800 million, 

(4) To lend the foreign debtor 
$800 million annually, for payment ¢ 
their interest and to be applied to the 
principal. 

(5) To sell in this country American 
securities held by foreign investors to 
the extent of $800 million a year and 
apply the receipts to interest payments. 

These five hypothetical methods are 
not exclusive; they could be combined.’ 
We shall mention below several pro 
posed devices which are really varie 
tions of the first two of these method; 
The five stated methods are based upon 
the assumption, or implication, that 
approximate balance in the import: 
and exports of goods and their asso- 
ciated services would, in the natura 
course of events, be maintained in the 
next few years. It is assumed that 
adjustment could not be secured 
through price changes. That is, it is 
assumed, partly as the expression 0! 
trade circumstances and partly in fur 
therance of accepted policy, that since 
an approximate balance was maintained 
during the seven prosperous years prior 


‘It is frequently charged in foreign shipping circles 
that national subsidies to our merchant marine pre- 
vent foreign countries from making contribution to 
debt payment by shipping services. The fact exists, 
but the implication is usually exaggerated. During 
the past ten years, the total sum paid for freight on 
goods coming into and leaving this country was 
roughly $2,335 million, of which the credit side had 
$989 million and the debit side $1,346 million. 1! 
foreign ships had carried all the goods both ways, the 
average annual added contribution made possible t 
debt payment would have been only $99 million 4 
year. 
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i +9 1929 and during the three years of 
lepression, it will continue to be main- 
-ained in the coming years of recovery 


-om the depression. The five hypo- 


F shetical methods of solution of the 


jjlemma are less hypothetical in limita- 
tion than in practicability. 

(1) To reduce American exports of 
merchandise by $800 million, disregard- 
ing exchange rates, would imply increase 

f import duties, and/or reduction of 
relative costs of competitive articles, 
and/or improvement in design and 
quality of goods in foreign countries. 
It is shortsighted to explain our active 
support of export trade on traditional 
mercantilist grounds. The principal 
motive for exports nowadays is the 
desire to provide employment and 
avoid price depression on the domestic 
market, by exporting the surplus rather 
than cutting down domestic production. 
This circumstance is resistant to change. 

(2) To enlarge American imports of 
merchandise by $800 million, disregard- 
ing exchange rates, would imply lower- 
ing our import tariff duties, and/or 
reduction of relative costs of competi- 
tive articles, and/or improvement in 
design and quality of goods in foreign 
countries. Practical difficulties arise 
in expanding the import of goods. The 
trade in domestic goods follows a sys- 
tem of interrelated influences of manu- 
factures, jobbers, retailers, department 
stores, and chain stores, bound together 
by credit relations and by national 
and local advertising. Imported goods 
do not fit well into this system. Im- 
ported goods of a highly competitive 
nature tend to behave like a trade 
outlaw and are sold at cut prices. 
The influence of the American system 


*If the price cuts are heavy, such imported goods 
may make deep inroads into the domestic market. 
This is especially true in the case of raw materials 
and producers’ goods. 
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of trade in restriction of imports is 
possibly as important as the influence 
of tariffs, and is resistant to change. 

So long as the dollar remains high 
and the currencies of debtor countries 
remain low, and especially if they con- 
tinue to diverge, this will facilitate 
exports from debtor countries to the 
United States and restrain exports 
from the United States to the debtor 
countries. This influence is already 
in evidence in our merchandise trade. 
Conceivably, it might reverse a favor- 
able into an unfavorable balance of 
merchandise trade. In any event, it is 
not to be expected that the impasse we 
are discussing can be avoided through 
the natural or artificial, even moti- 
vated, device of depreciation of foreign 
currency. 

(3) To increase foreign expenditures 
of American tourists by $800 million 
a year would imply an extent of travel 
never known, since such an increase 
would double our highest figure for 
tourist expenditures abroad. 

(4) To lend to foreign debtors $800 
million annually for the payment of 
interest is inconceivable. During the 
decade under review, the annual gross 
foreign investment was in most years 
much larger than this figure and the 
net increase in American long-term 
investments abroad exceeded $800 mil- 
lion in six years; but these were new 
investments, sold on alluring terms 
during an unprecedented investment 
period. There is nothing to indicate 
that these scattered investors would 
henceforth in any year loan their foreign 
debtors $800 million, in order to prevent 
technical defaults on interest, and add 
such a sum to the annual figure for 
gross investment abroad. 

(5) Finally, American securities held 
abroad by foreign investors could not 
be sold here en bloc unless mobilized 
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by the governments of the countries 
concerned. The foreign borrowers in 
default are not the holders, except by 
accident, of the American securities 
abroad. The securities could be sold 
here only at heavy loss, the individual 
foreign holders would have no incentive 
to sacrifice them, and, indeed, con- 
siderations of security would weigh 
against their sale. If forcibly mobi- 
lized by the governments, as was done 
during the World War, and sold here 
at current prices, the sum received 
would hardly cover the stipulated figure 
of $800 million for more than two years. 
It may be taken for granted, there- 
fore, that at the present price level the 
five hypothetical solutions are singly 
or collectively impracticable as alleviat- 
ing measures. We may, indeed, lower 
our tariffs, and foreign countries may 
raise theirs, but not for the explicit 
reason of facilitating interest payments 
to this country. A higher price level 
and restored prosperity would facilitate 
imports and exports, in values and also 
in volumes, but this is not to be relied 
upon in solving the immediate impasse. 
Restoration of the gold standard abroad 
and stabilization of foreign currencies 
would improve capacity to pay debts of 
all kinds, but the relative problem 
would still remain. 
Aid 


Facilitation of Foreign Trade to 


Debtors 

Four devices have been suggested, 
though not yet formulated, for the 
“facilitation of our foreign trade” with 
the purported view of aiding debt 
payments. When Americans are faced 
with the question of accepting goods 
as debt payments, we have usually 
endeavored to explain that it is our 
policy to refuse goods only when the 
prices of the goods offered indicate 
production costs below the American 
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standard of living. We have evolved 
the doctrine of competitive tariff duties 
based on comparative costs of produc. 
tion. We have tried to develop the 
view that imported goods may be 
divided into three categories: noncom. 
petitive, semicompetitive, and highly 
competitive goods. We have no ob- 
jections to payment of debts with 
noncompetitive goods, but we object 
strenuously to payment with highly 
competitive goods. That is, we would 
like to have debt payments made with 
goods which inflict the least injury to 
our industries. Two of the devices 
turn on this point. 

(1) Reciprocal tariffs might lend 
themselves to the facilitation of debt 
payments. We would lower the im- 
port tariff duties on semicompetitive 
goods; also, for specific considerations 
of exports, we would lower the imp. ct 
tariffs on highly competitive goods. 
But the list of semicompetitive goods 
that could be dealt with is not long, and 
the plain truth is that our debtors wish 
especially to pay with highly competi- 
tive goods. European experiences with 
reciprocal tariffs arouse little confidence 
in their applicability to American con- 
ditions; also, presumably, rather exten- 
sive adaptations of our laws would be 
required. We stand at a disadvantage 
with debtor surplus-exporting coun- 
tries, in setting up reciprocity treaties 
with importing countries. 

(2) Payment in kind is a second 
possible device. Practically speaking, 
this could apply only to Great Britain. 
From the several units of the Empire in 
which the materials are produced, the 
Government of Great Britain might 
purchase, with sterling raised by domes- 
tic taxation, supplies of nickel, tin, 


, ated 
manganese, jute, rubber, tea, and 





* This is a reversion to the policy plausibly argued 
by William McKinley and Theodore Roosevelt. 
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tos, all of which are fairly non- 


volved  asbest 
duties IB competitive, and transfer these to the 
roduc. Government ot the United States at 
Op the market prices. We import these raw 
ay be materials duty-free, except for man- 
Ncom- sanese, in large amounts. The first 
highly dificulty would lie in the annual taxa- 
10 ob- tion in Great Britain necessary to 
with purchase the supplies in the land of 
object origin. The second difficulty would 
highly lie in the exclusion of private exporters 
would \dimporters. Such deliveries in kind 
> with would appear in the international ac- 
ITY te count as valued imports; but since 
vices they would be paid for by war-debt 
receipts, this would set free dollar 
lend exchange, which would become avail- 
debt able to foreign debtors having obliga- 
= in. ns to American nationals. Such 
titive delivery in kind would represent pay- 
tions ment of the British war debt not with 
1puit is made in Great Britain but with 


goods produced elsewhere within the 





oods 
ood Empire, perhaps provoking a transfer 
a problem between Great Britain and the 
wis inits of the Empire concerned. 
peti- (3) The suggestion is advanced,’ in 
with general terms, to remit war-debt pay- 
ence ments in return for larger purchases of 
con- \merican goods than would otherwise 
ten- be taken by the debtor countries. In 
1 be a sense, to cancel a foreign debt if the 
rape lebtor country accepts larger imports 
un- from the creditor country, is somewhat 
ties comparable with lending abroad to 
increase exports to the borrowing coun- 
ond try. This, however, would have the 
np net effect of increasing rather than 
decreasing our favorable balance of 


in merchandise trade and would not sup- 
the ply dollar exchange to foreign debtors of 
American nationals. Applied to agri- 
cultural products, the scheme would 
in, aid farmers but would tend to injure 
ind other exports. Presumably, our debt- 


First « 


uggested, I surmise, by Felix Somary. 
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ors would be glad to take war-debt 
coupons in part payment for added 
imports from them by us, which would 
facilitate payments. 

(4) It is suggested abroad that Amer- 
ican foreign investments be converted 
into terms of the currencies of the 
borrowing countries. About one-half 
our investments abroad are already 
direct, in ownership of properties, and 
pay their dividends in domestic cur- 
rencies. If our foreign investments in 
the form of dollar bonds were refunded 
into domestic-currency bonds, the en- 
tire picture of the transfer problem 
would be changed. Such a refunding, 
however, involves a very large problem.* 

Would the impasse be resolvable if 
the debts of governments to our Gov- 
ernment were wiped out? This is 
indeed the convenient inference, but 
it does not stand analysis.’ The figure 
we have used for the net sum annually 
due this country on long-term private 
foreign investment, namely, $550 mil- 
lion, was set low, in part to take account 
of prospective refunding at lower than 
stated interest rates. The effect of the 
wiping out of war debts would operate 
against the need of such refunding 
of private investment. We are told 
every day that the main reason for 
seeking erasure of war debts is to main- 
tain theinviolability of private contracts 





8 One hears much of projects designed to cancel war 
debts in exchange for so-called reforms in Europe, 
mostly of a political nature, such as disarmament and 
restoration of the gold standard. Whatever intrinsic 
economic merit such projects may have, and they 
are likely to appear to imply indignity to the debtor, 
they do not touch the heart of the trade problem. 
No matter what is received in return for war-debt 
cancellation, the interest on private debt remains as a 
factor which is incompatible with a balanced mer- 
chandise trade. 

® During the ten years under review, we received 
some $1,340 million on war-debt payment. If war 
debts had been cancelled and the sum stated applied 
to payment on account of long-term private debt, the 
present impasse would not have been prevented. 
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and credit. On paper, the net sum 
annually due this country on long- 
term private foreign investments is 
probably over $700 million, in lieu of 
which we adopt the conservative figure 
of $550 million. If now, with erasure 
of intergovernmental debts, the stated 
rates of return on private foreign 
lendings were to be assumed to stand, 
then the net sum annually due this 
country without the war debts would 
be almost as high as the combined 
figure of $800 million used above. In 
short, if we assume that the foreign 
investments of our nationals are to be 
maintained on the terms of issue, then 
the impasse between trade in goods and 
invisible items is not solved. It is 
indeed clarified, but not solved; the wide 
margin between the dollar exchange 
needed and that available remains. 


Economic and Political Implications 
We stand now before this impasse: 
after the credit bills received for ex- 
ports of goods to us are transferred 
in payment of imports of goods from 
us, there is no dollar exchange with 
which debt payments due us may be 
effectuated. The impasse is not merely 
one of emergency; the situation will per- 
sist. Wasthis development foreseen by 
the American Government or by Amer- 
ican investors? Are the economic and 
political implications understood? 
When we entered the War our an- 
nounced objectives, successively, were 
to protect our maritime commerce from 
submarines, to make the world safe for 
democracy, and to establish the right 
of self-determination of small nations. 
When we loaned money in furtherance 
of these objectives, we gave little atten- 
tion to the ultimate economic effect of 
the repayment of the war loans; it is 
doubtful whether the borrowing allied 





countries gave much attention to jt 
In a war, sufficient unto the day are the 
evils thereof; the subsequent problem; 
of reconstruction and trade are giver 
little attention. Possibly the circum. 
stance that the party in power jp 
Washington had inclined historically 
toward free trade relieved them of the 
obligation to consider the incompati- 
bility of foreign lending with protection- 
ism. When we supplied goods, even 
munitions, to the Allies, the transaction 
implied, within limits, that we would 
take goods in payment; this implication 
lay in historical perspective and _ in 
trade precedent. At the same time, the 
rejoinder may properly be made that 
the major difficulty of repayment of 
the war debts lies not in these transac- 
tions directly but is due indirectly to 
the huge volume of private interna- 
tional debt, subsequently contracted, 
the later occurrence of which was not 
foreseen when the war loans were made. 
But if we grant that the circun- 
stances of the War provide adequate 
explanation, and some extenuation, in 
respect of war debts, a corresponding 
case is hardly to be plead in explanation 
and extenuation of the $16 billion long- 
term investment on private account. 
Our bankers sought commissions, quite 
naturally. Our investors sought high 
rates of interest, and did not during the 
lending period foresee the indictment 
against high interest rates which Keynes 
has since drawn up. We may be sure 
that the individual investor did not 
understand the implications. He did 
not know that his high rate of interest 
was tied up in a transfer problem, 
perhaps in a price level. Our national 
amour propre reveled in the réle of lender 
bountiful—we were saving the world 
and at the same time becoming the 
financial center of the world. During 
the actively lending administrations of 
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SQUARING THE CIRCLE OF THE INTERNATIONAL ACCOUNT 


>» and Coolidge, the protection- 
did not seem, publicly, at least, to 
lize that our active foreign lending 
-y was in contravention of the 
tional doctrine of international 
le and the accepted tenets of politi- 
icy in this country. We are a 
ole rich in talent for invention, 
-hanization makes rapid strides in 
untry, and rationalization of 
ction is almost a fetish. These 
lties imply extensive export as 
t for extended productive capacity. 
It should have been generally foreseen 
Americans possibly would not 
erate an unfavorable balance of 
merchandise trade. Yet the bankers 
floated these foreign issues knew 
an unfavorable balance of mer- 
andise trade has been the corollary of 
every creditor position in international 


CA 


+} + 
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It is warrantable to inquire whether, 
in a sense not applicable to domestic 
lending, foreign lending is an enter- 
prise ‘affected with the public interest. ”’ 
This view tends to imply political 
and economic policies. A foreign loan, 
by implication, obligates the country 
f the lender to accept foreign goods 
in payment and thus, to some extent 
inevitably, to use foreign goods instead 
of domestic goods. In effect, our bank- 
ers pledged the country to the accept- 
of an unfavorable balance of 
merchandise trade. Foreign lending 
may be technically sound, as related 
to particular enterprises, but this does 
not imply a corresponding soundness in 
social policy or political economy. To 
the extent that those engaged in foreign 
nding thereby take over the function 
f determining public policy, interna- 
tional banking would seem to be “af- 
fected with the public interest.” If 


ance 
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this be the case, it should at least be 
recognized in the forum of public 
opinion. 


The Need for Planned Economy 


We hear a great deal of “‘planned 
economy.” It ought to be applied to 
our foreign trade. It is certainly not a 
planned economy to arrive at the 
impasse which we approach. What- 
ever may be our destiny—self-sufh- 
ciency or leadership in world finance— 
our policy must apply both to our 
enterprise and to our savings. We 
cannot continue to lend abroad if we 
refuse to have an adverse balance of 
merchandise trade. The present de- 
cision of the people seems to be in favor 
of self-sufficiency; so long as this 
persists, foreign lending furnishes no 
field for investors. 

Political policy in this country is 
determined not by economists but by 
urban workers and farmers. It has 
been the conviction of the urban work- 
ers and farmers that a favorable balance 
of merchandise trade behind a high 
tariff wall is better for them than an 
adverse balance of merchandise trade 
behind a low tariff wall. We see no 
signs of a shift in opinion in these 
classes; therefore, for the time being, it 
is to little purpose to debate whether 
this is wise or unwise as a long-term 
policy. ‘A condition and not a theory 
confronts us.” The practical point is 
that the accepted view at present is 
incompatible with continued foreign 
lending. No foreign loan can commit 
the people to take foreign goods in 
payment; the people can make the 
payment, in dollars, of existing foreign 
debt impossible. This seems to be 
what we are approaching today. 












THE BANKERS’ INDUSTRIAL DEVELOPMENT 


HE post-war depression in Great 
Britain has given rise to an inter- 
esting development in English 

banking practice. With the unobtru- 
siveness of most British social experi- 
ments, it has attracted little attention 
on our side of the water; it is, however, 
a significant attempt to find a remedy 
for an evil that had grown by degrees 
into a serious industrial and banking 
problem. The fact that the initial 
steps toward reform were taken by the 
Bank of England marks the gravity of 
the situation. The development is 
also interesting because the organ 
established in 1930 as the chief cog in 
the machinery for relief, the Bankers’ 
Industrial Development Company, 
immediately invites a comparison with 
the Reconstruction Finance Corpora- 
tion in this country. Even though 
opinion, particularly in England, is 
widely divergent as to the eventual 
success of this project, it does deserve 
careful consideration. 

The occasion for action by the Bank 
of England was the failure of private 
banks to assist materially in meeting 
the urgent needs of the basic industries 
for new capital. On the one hand, 
there was the serious plight of industry 
arising out of the prolonged depression 
coupled with the near collapse of the 
normal machinery for obtaining capital. 
On the other hand, there was the 
inability of the large banks to meet this 
emergency because of their time- 
honored concept of the proper relation 
of banking to industry. While both 


aspects of the situation in England are 
familiar to most readers, a brief review 
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may contribute to an understanding oj 
the difficulty which precipitated the 
intervention of the Bank of England a 
well as the means taken for its removal! 


Rationalizing and Financing the Heavy 
Industries 


Even before the present acute stage 
of the depression it had become pain- 
fully apparent that the basic industries 
of England needed a thorough technical 
and financial overhauling, as embodied 
in the widely publicized “‘rationaliza- 
tion” program. On the technical side 
this program called for reform in several 
directions, chief of which was a drastic 
curtailment in productive capacity. 
The scrapping of old and unneeded 
plants was acknowledged to be a press- 
ing necessity in order that the surviv- 
ing units might operate nearer maximum 
capacity and that the high cost and 
the ruinous competition of partially 
operated and technically weak plants 
might be eliminated. Many other di- 
verse reforms in the methods of internal 
operation have been contemplated in 
order to promote general efficiency. 
The program necessarily involved a 
wholesale revision of the industrial 
fabric through extensive combination. 

While there have been several strik- 
ing applications of this program, its 
general adoption has been prevented 
by financial considerations. !t is obvi- 
ous that large sums of new capital 





1A considerable part of the information on this 
point was obtained from unpublished material in the 
office of the United States Commercial Attaché in 
London. The author wishes to acknowledge his 
gratitude for this assistance. 
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be poured into industry if the 
remedy is to be thoroughly 





ENT 


.d 
SsCu 




































soplied. Up to the present time this 
0: has not been forthcoming. It 
has not been forthcoming largely 
because of the paralysis of the normal 
ding of acencies for supplying capital to the 
ed the basic industries. Existing facilities 
land as have been incapable of providing ade- 
noval,! guate current support, let alone the 
sssistance necessary to further the 
Heap nstruction program. ‘This drying 
ip of capital funds was inevitable in 
: en view of their source. The larger part 
pain- the new capital flowing into the 
Istries der industries in England had been 
hnical btained from current earnings, with 
odied lesser amounts contributed directly by 
a nvestors. In this financing, the banks 
! aide ayed a relatively minor role; it has 
rere en estimated, for instance, that only 
rasti ne-fourth of the capital invested in 
ley home industrial enterprises after the 
eded World War had been supplied by the 
iain London capital market, and of this 
rete unt a large proportion had gone 
os into railroads, utilities, and the newer 
nme lustries and only a small fraction 
‘all ito the basic industries.2» However 
biate itisfactory this method of financing 
&. ndustry may have been in prosperity, 
rial was hopelessly ineffective in a pro- 
“4, tracted depression when earnings were 
—_ nsufhcient to provide even a return 
., the investment already made. 
ee There were other financial troubles 
‘s vhich urgently required treatment but 
rf which, at the same time, made the 
Sie ntemplated cure more difficult to 
ai idminister. ‘There was, for instance, 
¥ wholesale and quite unjustified 
ta rease in the capitalization of many 
rms during the post-war boom.’ 
e * Lavington, Frederick, The English Capital Market. 





London: Methuen & Co., Ltd., 1929, pp. 200-206, 280. 

*The cotton industry was the worst offender in 
Professor Henry Clay estimates that 
if the spindles in the cotton industry were 
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When the brief period of prosperity 
abruptly vanished, it bequeathed to 
industry its burdensome legacy of fixed 
charges. Another stumbling block was 
met in the excessive overdrafts per- 
mitted by many banks, which also 
meant an increase in interest charges 
and an attenuated line of credit. Many 
firms were further embarrassed by the 
necessity of calling for unpaid share 
capital. It has been a common prac- 
tice in certain sections of English indus- 
try to issue share capital with only a 
small part paid in at time of issue. 
The remainder serves to bolster up the 
firm’s credit, particularly as security 
for overdrafts. But this practice 
proved a boomerang when the need for 
funds became so great that many firms 
were compelled to call for complete 
payment, which frequently forced the 
sale either of the shares themselves or 
of debentures which many shareholders 
also possessed. Thus was added 
another element of weakness to the 
investment market.‘ 

The situation was aggravated by the 
noncooperative attitude of industry 
itself, and incidentally it may be said 
that this barrier looms much larger 
today than it did in 1929. As ex- 
pressed by Henry Clay, the failure to 
make greater progress in rationaliza- 
tion was also due to a “lack of convic- 

of large- 
“‘reluctance to 


tion as to the economies 
scale amalgamation,” a 





bought and sold in the brief boom of 1919-1920 at an 
average price six times their pre-war capitalization. 
Lloyds Bank, Monthly Review, March, 1931, p. 93. 
4It should be noted that the financial emergency 
that existed in England prior to 1930 was not caused 
by a general shortage of capital. Many foreign, 
colonial, and even domestic issues had been floated 
in London without difficulty. In 1928, for instance, 
securities to the par value of £369 million were floated 
in the London market. Only £2.4 million of these 
securities, however, were issued by the iron, steel, 
coal and engineering industries and practically none 


by textiles. The Economist, December 28, 1929, p. 


1238. 












sacrifice independence,” a “belief . 
that one’s own firm will escape the 
general fate,” and the “reluctance of 
creditors to face the fact that their 
advances are lost.”® The difficulty was 
not simply that industry was financially 
starving to death, but that it seemed 
to be contemplating suicide. 


English Banking Policies 


If a similar impasse had arisen in 
most continental countries or in the 
United States, the appropriate financial 
institutions would have participated 
vigorously in evolving constructive 
measures for relief and, if necessary, 
would have forced upon industry the 
adoption of these measures even with 
the threat of bankruptcy. In England, 
on the contrary, two circumstances 
discouraged bankers from taking similar 
action. Chief of these was the tradi- 
tional relation of banking to industry. 
The time-honored principle of English 
banking, of not participating in the 
management of industry, which had 
developed through generations of self- 
financing, effectively stopped all efforts 
at closer cooperation. Even in this 
post-war emergency, both manufac- 
turers and bankers insisted upon per- 
petuating the independence of industry 
from banking control. It is true that 
certain banks have assisted in a number 
of notable reorganizations since the 
War.® But, by and large, neither the 
joint-stock banks nor the leading issue 
houses had acquired the experience, 
the facilities, or the willingness to 


* Lloyd’s Bank, 
88-89. 

* Examples are: the formation of the British Iron 
and Steel Company from Guest, Keen, & Nettlefolds 
and Baldwins; the fusion of Dorman-Long and 
Bolckow-Vaughan; and the formation of Steel 
Industries of Great Britain and the English Steel 
Corporation, which took over certain properties of 
Cammel-Laird and Vickers-Armstrong. 


Monthly Review, March, 1931, pp. 
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take an active part in the reconstry¢. 
tion program.’ The unyielding loyal, 
of the banks to what The London Tim, 
characterized as a “policy of benevolep; 
but inert orthodoxy’ may be seen by 
the fact that in 1930 the chairmen gj 
all but one of the five great joint-stock 
banks publicly made statements fe. 
affirming their traditional position, 
The chairman of Barclay’s Bank, for 
instance, said that “‘it lies with industry 
to reorganize itself, that not being with- 
in the province ot the banks.’ He 
charged that “‘where a business fails 
to make progress, it may be found that 
the primary reason for this position 
is... the handicap of inefficiency 

” and stated bluntly that “if 
the banks try to help, they are then 
merely throwing good money after 
bad.” 

The banks also had a more personal 
deterrent to vigorous action. Like the 
owners of the properties to be reorgan- 
ized, the banks in a position to compel 
reorganization stood to suffer severe 
losses in the process. They actually 
did possess extensive interests in indus- 
try through their overdrafts, which 
also gave them a potent source of 
power. Their sin was not merely that 
they had starved industry in respect to 
long-term capital, but that they had 
also surfeited industry with indigesti- 
ble quantities of short-term credits. 
But to force reorganization upon indus- 
try or to apply courageously the purge 
of bankruptcy would have meant the 
writing off of serious losses which the 
bankers were reluctant to acknowledge. 


7 An extended discussion of the traditional relation 
between industry and banking may be found in the 
Report of the Committee on Finance and Industry 
(The Macmillan Report), Part I, Chap. XI, Sec. 5 
and Part II, Chap. IV. See also Willis, H. P. anc 
Beckhart, B. H., Foreign Banking Systems. New 
York: Henry Holt and Co., 1929, pp. 1225-1230. 

8 The London Times, Feb. 3, 1930, p. 13. 

® The London Times, Jan. 22, 1930, p. 22. 
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Whether or not the attitude of the 
‘ks was justified on sound banking 
‘ciples is too involved a question 
be discussed here. We are less 
terested in fixing responsibility for the 
oredicament of English industry than 

noting the nature of the trouble and 


the means adopted for its solution. 
lhe significant fact is that by 1930 the 
viction was widespread that modi- 
tions in existing banking policies 
ust be made before aid could be 
ranted to a prostrate industry.” 
It was this critical situation that 
mpted the Bank of England to take 
n. In spite of its position as the 
tral bank, or perhaps because of 
position, it seemed the only agency 


1 


capable of inducing the bankers to 
,dopt adequate measures for reform. 
It also may be said without disparaging 


The following citations are typical of public 
-rances on the subject. The Times in its editorial 
mns has made the charge that the banks “‘have 
to refused to face squarely the consequences” 
eir past policy and that they “have quite uncon- 
y placed an additional obstacle in the way of 
rationalization’’; and in reference to the slow progress 
toward rationalization this paper says, “‘It can only 
be accelerated if the banks will cooperate with each 
rin a much more positive policy than they have 
erto feit inclined to adopt.” —The Times, Febru- 
ary 3, 1930, p. 13. 
Sir Arthur Salter has commented as follows: ‘The 
istries most needing reorganization are to a large 
xtent living on frozen overdrafts, which are termin- 
short notice and give great power to the 
s if they care to exercise it . . . So far the banks 
ave done something to encourage, but little to 
el, rationalization.’”—The Times, December 9, 
1930, p. 15. 
[he Macmillan Committee stated, “‘In the last 
few exceedingly difficult years it would have been of 
gh value if the leaders, for instance, of the steel or 
building or other industries had been working in 
the closest cooperation with powerful financial and 
banking institutions in the City with a view to their 
nstruction on a profitable basis.” It suggests 
financial organizations ... might 
with advantage be more closely coordinated with 
British industry” and that “a further development 
ot our financial organization” is necessary to place 
british industry on a par with foreign competition.— 
Keport of the Committee on Finance and Industry, 
165 and 171. 


abl at 
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in the slightest degree the motives that 
actuated the Bank that it was appar- 
ently greatly impressed by several 
incidents involving the reorganization 
of companies which it still numbered 
among its own customers. In one of 
these reorganizations, that involving the 
important armament and engineering 
firm of Sir W. G. Armstrong & Com- 
pany, the Bank is reputed to have 
suffered a loss of nearly £5 million in its 
holdings of debenture stock together 
with about £450 thousand in interest." 
Close contacts with these important 
reorganizations had made the Bank 
directly acquainted with the pressing 
financial needs of industry and greatly 
influenced its decision as to the nature 
of the relief measures to be applied. 


The Management and Development 
Companies 


The first formal action taken by the 
Bank was merely the formation of a 
subsidiary to serve chiefly as its repre- 
sentative. In November, 1929, it char- 
tered a private, limited liability com- 
pany, called the Securities Manage- 
ment Trust, Ltd., with a nominal 
capital of £1,000 in shares of £1 each.’” 
This company has an imposing directo- 
rate, composed of experts in finance and 
industrial organization and of leading 
representatives of the basic industries 
and of the Bank itself. The Trust acts 
merely as the agent of the Bank in the 
performance of those activities which 
had been virtually forced on the Bank 
and which could not be appropriately 





11 Thomas, S. E., British Banks and the Finance of 
Industry. London: P. S. King & Son, Ltd., 1931, p. 
142. The Bank had also participated in the reorgani- 
zation of the shipbuilding firm of William Beardmore 
& Company and in the formation of the Lancashire 
Cotton Corporation. 

12 Articles of Association as filed at Somerset House, 
London. 
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handled by a central bank. It is to 
protect the interests of the Bank in 
reconstruction projects involving the 
Bank’s customers, and particularly to 
take over the management of any in- 
dustrial securities that come into the 
possession of the Bank as the result of 
these reorganizations. A second and 
more significant function, because of 
its role in the refinancing of industry, 
is to maintain a technical staff to which 
reorganization plans may be referred, 
including those in which the Bank has 
no direct interest. Officially it does 
not actually draw up specific measures 
itself, but acts simply in an advisory 
capacity. It thus assists industry in 
the preparation of plans and at the 
same time attempts to shield its parent 
from the demands of special interests. 
The Trust is not and never was in- 
tended to be a banking house itself. 
It assumes no responsibility in the 
originating of securities or any func- 
tion in their distribution. 

The Securities Management Trust 
was only a preliminary step in the con- 
templated relief program. Even be- 
fore the Trust was formed it was 
acknowledged that additional measures 
were necessary in order to enlist the 
active cooperation of private financiers. 
This step was taken early in 1930 by 
chartering, for a period of five years, 
another company, the Bankers’ In- 
dustrial Development Company, Ltd. 
This company has a capitalization of 
£6 million, divided into 60 shares of 
£100 thousand each.'* ‘These shares 
are of two types, “A” and “B,” 45 of 
the former and 15 of the latter. The 
‘‘A” shares have been allotted to im- 
portant banking and investment houses 
in England, including 20 joint-stock 
banks and 25 other financial institu- 


13 Tbhid. 
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tions, excluding insurance companies. 
The “B” shares are retained by the 
Bank of England, 14 in the possessiop 
of the Securities Management Trust 
and one held directly by the Governor. 
The amount of the capitalization j; 
sufficient merely to give the Company 
prestige, as it is not expected to require 
extensive resources. In fact only £100 
has been called on each share up to the 
present time. The “A” shares are 
sufficiently numerous to permit the 
participation of enough of the leading 
financial houses to make the Company a 
genuine and powerful representative 
of English banking. The Bank of 
England has retained control, however, 
inasmuch as the “A” shares have only 
one vote each while the “B” shares 
have three, thus enabling the Securities 
Management Trust and the Governor 
of the Bank, to exercise the same 
number of votes as the other share- 
holders combined. The Governor of 
the Bank is also to be the chairman 
as long as the Company remains in 
existence. 

Its charter grants to the Company 
very extensive powers. It may deal 
in all kinds of securities, may engage 
in all types of loaning transactions, and 
may act as trustee. Its powers, in 
fact, cover the whole gamut of financial 
operations. It also has the right t 
perform all the varied activities of 
promotion and reorganization. It may 
act in an advisory and investigatory 
capacity in financial and economic 
matters. It has the right even to 
take part in the management of indus- 
trial enterprises. The Company is not 
to strive for profits, although whatever 
profits are earned are to be distributed 
on a pro rata basis. The directors are 
to maintain close relations with indus- 
try through an Advisory Council, com- 
prised of as many persons, influential in 
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- and industry, as they may see 
y the ME fttoappoint. As the primary purpose 
{the company is to further the ration- 


anies, finance 


-$$10n 

Tron F alization program, it is forbidden to 
ner with individual firms. It must 
on js f negotiate with entire industries or 
par vith major sections of these industries. 
quire It also is concerned only with the basic 
£100 ‘ndustries, with the exception of the 
o th -oal industry, which is supposedly cared 

sie for by the Coal Mines Acts. 

* Such is the structure of the Bankers’ 
idine Industrial Development Company. 
sien What are its functions? An official 
atiy announcement made at the time of the 
k Company’s formation declares that 
ever. ‘the object of the company is to receive 
only and consider schemes submitted by the 
are basic industries of this country for the 
‘ities purpose of their rationalization, either 

industries or by regions. In the 
an schemes which may be ap- 
are- proved, arrangements will be made for 
r of the provision, in one way or another and 
mai rough existing agencies, of such 
s in moneys as may seem essential.”’!4 The 

ctions are thus two-fold. In the 
— first place, the Company is to receive 
dea iects for rationalization and to 


ide on their merits, although most 
the advisory work is first performed 
the Securities Management Trust. 
A the second place, and this is its chief 
> function, the Company is to assist in 
al the financing of approved plans. It 
nai loes not, however, float the necessary 
Actual financing con- 
mi tinues to be performed by its members 
' as individual firms. The Bank of 

1y England was careful not to ask “‘exist- 
not ing agencies”’ to cooperate in setting up 
vet a competitor. The endorsement of a 
roject by the Bankers’ Industrial 

re || Development Company means in the 
place that the project is a sound 
ti ne, and in the second place that the 


ary uns itself. 


Lil ‘* The London Times, April 16, 1930, p. 19. 
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banking houses in its membership have 
agreed to support the forthcoming 
issue of securities. The Securities 
Management Trust is the agency for 
the review of projects of reorganization, 
while the Bankers’ Industrial Develop- 
ment Company is the instrument 
through which a constructive policy 
toward the financing of these plans 
can be put into operation by the 
banks. Acting together they assure 
industry that if it is willing to take 
the initial steps in formulating accept- 
able plans, the banks will assist in 
mobilizing the requisite capital.'® 


The Operations of the Plan 


Such is the machinery fathered by 
the Bank of England in the effort to 
persuade private banking houses to 
lend their active support to the rehabil- 
itation of English industry. Although 
bankers themselves have maintained a 
cautious silence regarding the plan, it 
was hailed with much enthusiasm by 
industrialists, by the press, and by 
Parliament. However, no difficulty 
was experienced in disposing of the 
shares of the Company to influential 
financial houses. Let us see what has 
been achieved. 

Judged by the number of financial 
operations actually completed, the 
work of the Bankers’ Industrial De- 
velopment Company has hardly come 
up to the original expectations. It 





15 Tf the lack of space did not prohibit, it would be 
worth while to compare the Bankers’ Industrial 
Development Company with the Reconstruction 
Finance Corporation, although it will be seen that 
they have more points of variance than of similarity. 
In ownership, organization, volume of 
resources, mode of procedure, and other respects 
they radically differ. They do have a common 
purpose in attempting to mobilize existing supplies of 
capital for the benefit of a depressed industry. The 
English problem, however, has to do primarily with 
long-term credits, while the American problem is 
essentially a short-term credit difficulty. 


scope, 
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has launched but two major proposals. 
As a stimulating influence on rationali- 
zation its effects have, therefore, been 
slight. The Securities Management 
Trust, it is true, has taken an active 
part in several reorganizations in which 
the Bank of England had become 
especially interested, including the Lan- 
cashire Steel Corporation, the Wigan 
Coal Corporation, and the Lanca- 
shire Cotton Corporation. The oper- 
ations of the Trust have, however, 
been few in number and have been 
undertaken on behalf of individual 
firms rather than for entire industries. 
It is the Bankers’ Industrial Develop- 
ment Company that must produce the 
needed results if they are to be realized 
at all. 

This Company bore its first fruits on 
behalf of the shipbuilding industry, 
an industry which demanded reorgan- 
ization as much as any in England in 
order to eliminate its huge overcapac- 
ity. A scheme for financial reorgan- 
ization had been worked out in 1928 
but failed through lack of capital. The 
first effective action occurred in Feb- 
ruary, 1930, and consisted in the 
formation of an organization known as 
the National Shipbuilders’ Security, 
Ltd.” The establishment of this com- 
pany was notable in that it was one 
of the few cases in which nearly unani- 
mous support of an industry had been 
secured. The shipbuilders consented 
to the imposition of a levy of one per 
cent on all future contracts, the proceeds 
of which were to be paid to the National 
Shipbuilders’ Security, Ltd., and were to 
serve as security for a loan to be used 
to purchase and dismantle inefficient 
and unneeded yards. It was in con- 
nection with this loan that the new 


6 Thomas, S. E., op. cit. supra, p. 150. 
" The Economist, March 8, 1930, p. 514, and Sept. 
13, 1930, pp. 478-479. 
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financial machinery functioned. Th. 
Securities Management Trust was cop. 
sulted, and its endorsement secured 
The Bankers’ Industrial Developmen; 
Company thereupon sponsored an iggy, 
of five per cent, first-mortgage stock of 
the Shipbuilders’ Security to the amoun; 
of £1 million secured by a direct liep 
on the proceeds of the levy. As the 
yield of this ‘‘reconstruction tax” was 
estimated at £295 thousand annually. 
the loan would seem to have been amply 
secured. The securities were success 
fully issued at 95. Although the capi- 
tal secured by this loan was not large 
in amount, gratifying progress has been 
made in putting the shipbuilding indus- 
try on a more efficient basis. Some 
dozen yards have been eliminated, and 
negotiations are under way for the ac- 
quisition of others. 

The other important financial opera- 
tion was made in March, 1931, in 
connection with a bond issue of the 
Lancashire Cotton Corporation. This 
company was formed in 1929 for the 
purpose of consolidating over 200 firms 
in the American section. Although it 
has signally failed to produce the hoped- 
for results, it still is the chief expression 
of the rationalization program in the 
basic industries. Mention has already 
been made of the assistance rendered 
by the Bank of England and the Secur- 
ties Management Trust to this combine, 
and it was natural that the aid of the 
Bankers’ Industrial Development Com- 
pany should be invoked when further 
capital wasneeded. Theissue endorsed 
by the Company consisted of six-year, 
616% first-mortgage debenture stock 
to the amount of £2 million secured by 
a prior lien on the freehold and lease- 
hold property of the corporation.” In 
spite of the high rate of interest, their 
preferred position, and the guaranty 0! 





‘8 The Economist, March 28, 1931, pp. 683-684. 
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| 
ny 


by the Sun Insurance Com- 
these securities have not been 


‘ayorably received, largely because the 


Cotton Corporation has 


ashire 


+ yet demonstrated any great amount 


Cdl 


erry 


arning power. 
n addition to the two security issues 
have actually been made, others 
n prospect and will be undertaken 
conditions warrant. In view 
‘ticence of the officials of the 

it is impossible to secure any 

ic description of the nature of 
proposals, although it is com- 


nly believed in London that plans 


Sx 


Merits 


a thoroughgoing reorganization 
steel industry have been adopted 
will constitute the next project 


; financed. 
and Difficulties of the Plan 


appraising the merits of this 
lopment in English banking it 
be assumed that the small 
of securities actually floated 
ndication of its futility. Its 
nental purpose is to encourage 
icipation of banks in the ration- 
of industry, and it must be 
that this is a slow and 
process, not to be accom- 

i overnight. The number of op- 
will be small at best, as the 
must embrace industries as a 
or by major sections, and the 
istries covered are few. Another 
to be borne in mind is that, up 
present time, the work has been 

1 by the economic conditions 
past three years. It has been 


no 


t 
F 
I 


nbdered 


rly impossible to float new issues 
in the London market upon favorable 


Instead of issuing long-term 


urities, assistance has been given 


me cases through short-term loans 
h will be funded as soon as condi- 
in the investment market permit. 


It is impossible, however, to secure an 
official statement of the extent of these 
short-term operations. 

So far as the immediate objective of 
the Bank of England is concerned, 
namely, the improving of the machin- 
ery for industrial financing, the Bankers’ 
Industrial Development Company 
would seem to be satisfactory. It 
has awakened the interest of bankers 
in the financial needs of industry; it 
has provided a medium whereby they 
can render assistance without directly 
involving their banks; it has minimized 
obstructionist tactics arising from in- 
tense banking rivalry; and it has effec- 
tively mobilized the facilities and power 
of English banking behind the rational- 
ization program. Although it is too 
early to make a definite prediction, 
it may be said without exaggeration 
that, if acceptable plans for reorganiza- 
tion can be drawn up, they can in 
normal times be financed. 

The most serious difficulty faced at 
present is in agreeing upon sound plans 
to be financed, a difficulty inherent in 
the nature of the work to be performed 
and for which no ready solution has 
yet appeared. ‘The Bankers’ Industrial 
Development Company has undoubt- 
edly lightened the burden of securing 
capital for a sound project, but it has 
left unbroken the deadlock in agreeing 
upon the project. The expectation 
that industry would hurry forward with 
proposals to which bankers could con- 
fidently give their support, is seen to 
be somewhat misplaced, largely because 
the terms upon which the present 
owners will consent to cooperate do 
not furnish a sound basis for refinancing. 

One controversy already experienced 
well illustrates this difficulty. The 
details of this affair make a long story 
by themselves and cannot be retold 
here, although they received nearly 








as much publicity, much of it unfavor- 
able, as did the establishment of 
the Bankers’ Industrial Development 
Company itself. Thiscontroversy arose 
over the refusal by the Company to 
sponsor a project known as the Ham- 
mersley Scheme for the amalgamation 
of numerous small and relatively weak 
concerns producing fine cottons, firms 
that had not been absorbed by the 
Lancashire Cotton Corporation. The 
grounds for this refusal were that 
the plan gave altogether too favorable 
treatment to existing mill owners. Ap- 
proximately one-half of the new capital 
was to be used to liquidate existing 
claims. The Company insisted that 
its aid should not be given to release 
existing owners from their past com- 
mitments, but was rather to provide 
additional funds for the purchase of 
modern equipment and otherwise to 
promote efficiency.'® According toS.S. 
Hammersley, however, the refusal of 
support was based largely on the un- 
willingness of the Securities Man- 
agement Trust to assist a _ possible 
competitor to the Lancashire Cotton 
Corporation.” 

Mr. Hammersley’s assertion seems 
to have little foundation. Certainly 
there are few individuals either in 
London or Manchester who seriously 
believe that the Bankers’ Industrial 
Development Company rejected the 
Hammersley Scheme just to protect the 
Lancashire Cotton Corporation from 
a slight and more or less hypothetical 
increase in competition. Mr. Ham- 
mersley also predicted that industry 
would be discouraged from proposing 
measures for rationalization because 
of the fear of having them stigmatized 


% Lloyds Bank, Monthly Review, October, 1930, pp. 
268-270. 
2 Lloyds Bank, Monthly Review, February, 1931, 


PP. 50, 54-55. 
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by the disapproval of the Banker 
Industrial Development Company 
However, it would seem that if th; 
Company is unwilling to give its sup 
port to a plan, that plan would “ae e 
had little likelihood of consummatio; 
anyway.”! 

The fundamental issue is whethe; 
or not any thoroughgoing plan ¢ 
reorganization is possible that does po; 
provide liberal compensation for pres. 
ent owners. It is hereay to viele ex 


will cooperate cunkuabasainaie in the 
cancellation of their claims. On the 
other hand, the better firms will b: 
just as reluctant to meet these claim 
or to be dragged down to the common 
level without cash compensation. This 
dilemma cannot be avoided by ney 
financial machinery, however excellent. 
In the shipyard project, it will be 
remembered, new capital was used 
purchase outright the yards to be 
scrapped. It is significant but not 
surprising that this scheme is rs 
in that it was nearly unanimou 
adopted by the industry. The “0 
mersley Scheme, on the other hand, 
failed to materialize when the banker 
refused to sanction cash payments t 
the mill owners. 

The Bankers’ Industrial Development 
Company was undoubtedly perfectly 
sound in its rejection of the Hammers 
ley Scheme, even if somewhat incon- 
sistent, but one wonders in view 
its position, how rationalization is t 
be accomplished except through a tt- 
sort to the bankruptcy courts. 

Whether this dilemma can be solvec 
depends upon the pressure that can be 
applied to industry, particularly b 
the creditor banks. To make | 





21 For an answer by Henry Clay to Mr. Hammer 


ley’s charges, see Lloyds Bank, Monthly Rew 
March, 1931, pp. 87-94. 
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tion more effective, it has been 
gested that the powers of the Bank- 
’ Industrial Development Company 
ld be increased by giving it the 
construct plans on its own 

The refusal to give this 

to the Company has simply 
rpetuated the old difficulty caused 
the noncooperative attitude of in- 


sankers 
MPany 


['o increase the powers of the Bank- 

’ Industrial Development Company 
probably require its complete 
ration from the Bank of England. 
now there seems to be a feeling 

the Company is too much under 
thumb of the Bank. The belief 
pressed to the author by one of the 
ficials of the Company, that the 
sition of the Bank of England is in 
way different from that of the other 
nember banks, certainly is not shared 
in London. Attention is called to the 
fact that the Company is largely con- 
lled by the Securities Management 
Trust, a subsidiary of the Bank of 
nthe Trust by permitting it to exercise 
the function of accepting or rejecting 
plans for reorganization. Whether this 
pinion is justified or not, it is a fact 
that the same complaints are heard 
hich would have arisen if the Bank 
had directly engaged in this work. It 
s for this reason that the Macmillan 


Committee recommended their com- 
plete divorce.?? 

In conclusion, it should be empha- 
sized again that the Bankers’ Industrial 
Development Company was formed 
primarily as a device to lure English 
bankers from their time-honored theo- 
ries of sound banking. Itis an attempt 
to meet the needs of the present while 
honoring the traditions of the past, and 
to secure close cooperation between 
industry and banking while preserving 
the appearance of independence. If 
the Company seems an_ unwieldy 
method of industrial finance, it must 
be remembered that its importance 
lies not in the number of reorganiza- 
tions actually accomplished, nor in 
the volume of securities issued with its 
endorsement, but upon the extent to 
which it dispels the reluctance of 
English bankers to meet the problems 
of industrial finance. It is immaterial 
what agency is finally chosen to accom- 
plish the regeneration of industry. 
Present indications are that sufficient 
encouragement is being applied to the 
English banker to secure his active 
cooperation. The eventual success of 
the experiment would seem to depend, 
therefore, more upon the attitude of 
the industrialist, the recipient of aid, 
than upon the banker, the giver. 


22 Report of the Committee on Finance and Indus- 
try, p. 173. 











THE DEVELOPMENT OF CHINESE 
DEPARTMENT STORES 


By PHILIP HO! 


DEPARTMENT store, in the true 
sense of the word and from the 
merchandising point of view, is a 

store that carries a complete line of 
household goods as well as the shop- 
ping articles which are found in the 
specialty stores. Department stores 
that are established in China today 
are the outgrowth of the expansion 
program of specialty stores. 


Foreign Department Stores in China 


In Shanghai, there were four foreign 
department stores. The Hall & Holtz, 
Ltd., incorporated in 1842, is the oldest 
of them all. Next came Weeks & 
Company, drapers, outfitters, milliners, 
makers, complete household 
furnishers, and decorators. Lane, 
Crawford & Company was next in 
establishing itself in the East; and then 
came Whiteaway, Laidlaw & Company. 
The latter has a chain of stores through- 
out the Far East and the Straits Settle- 
ments. The four above-mentioned 
companies also have had branches in 
Hongkong and Tientsin. 

Due to the fact that a good many 
Chinese department stores have been 
established in the various ports in 
the past few decades, however, these 
foreign department stores are quickly 
losing their ground. Whiteaway, Laid- 
law & Company is the only foreign 
department store that has been able 
to withstand the competition. This 
is due to the fact that they carry a 
cheaper line of merchandise, which 
1This article was begun as a thesis submitted by 
the author in a course on Foreign Markets, Harvard 
Business School, and completed in China. 


cabinet 


means that they are able to compete 
on a price basis with the Chinese 
department stores. 

Weeks & Company had to liquidate 
its business a year ago, and it seems 
probable that the others must take this 
step within the near future, unless the 
unforeseen happens. It may be of 
interest to note that the price of Weeks 
& Company’s shares doubled on the eve 
of bankruptcy because of their real- 
estate holdings. In the past few years, 
Lane, Crawford & Company has shown 
operating losses. This company was 
compelled to sell its valuable real- 
estate holdings in 1928 and 1931 in 
order to be in a solvent position. 
The following exhibit will reveal the 
operating losses of Lane, Crawford & 
Company: 





| 1929 | 1930 | 1931 
} 








PT eee rape eee $804, 363* 
$78, 589(d)| 58,788 "$95, 780(4) 773,068 


* Of the $76,510 shown as gross profits, the sum of $48,738 
resulted from the sale of a piece of land. Such was also th 
case for 1931, when there was an actual loss of $13,578, but 
the sale of a very valuable piece of property made it possible 
to show a profit. 

(d) Deficit. 

Note: All figures in this article are given in Chinese (often called 
Mexican) silver dollars. In the years following 1920, the Chinese 
dollar was worth from 40¢ to so¢ in American money; with the fal 
in silver since 1929, it has been worth from 20¢ to 25¢ in American 
money. 


Gross profits... 
Net profits.... 





The declining trend of the foreign 
department stores is due to several 
causes. Their failure to adapt them- 
selves to the Chinese buying habits 
and their poor purchasing ability ar 
two of the main reasons. ‘The manage- 
ments of these stores have not realize¢ 
the fact that, in a period of severe 
competition, it is necessary to sé 
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what the buyers want and not what 
e stores may happen to have. Ina 
intrv where the wave of nationalism 
very strong, there is, no doubt, 
come repercussion to foreign business. 
When most of the business is done 
trictly on the basis of price, the 
per :ting cost of an organization must 
kept down to a minimum. By 
\paring a $12 a-month native clerk 
.a Chinese department store with a 
gi7c¢_ clerk in a foreign department 
the problem of reducing the 
perating cost of the latter is apparent. 
\s to the future of these foreign 
tment stores, it seems that they 
effect a complete reorganization 
rd to their personnel and selling 
if they are going to survive 
There is a sufficiently large 
population, in Shanghai and 
‘r treaty ports, from which 
y could draw their patronage besides 
Chinese customers. With this in 
w, there is a possibility of their 
ning their lost business. 


The Chinese Department Stores— 
Sincere &F Company 


Previous to the establishment of the 


Chinese’department stores, small native 
existed throughout the cities. 
Shopping in these native shops meant 


istomary and usual bargaining 
procedure between the purchaser and 
salesman. Such a method of sell- 

ng, however, no longer exists in the 
lepartment stores. Everything is sold 
a fixed price. These department 
are absolutely up-to-date and 

on a level with the best European 
and American models. They are pri- 
marily concerned in supplying the 
Westerners and Chinese alike with 
is ranging from the cheapest to 
They have 


ighest-grade articles. 





opened up a new outlet for the Euro- 
pean and American manufactured arti- 
cles, hitherto practically unknown to 
the Chinese people. 

The first Chinese department store 
in China was established in Hongkong 
in 1900 by Sincere & Company and 
was incorporated under the Hongkong 
Ordinance Act. It was founded by 
Mr. Ma Ying-Piao, who is often called 
the father of the Chinese department 
stores. The existence of this store, 
and of the 15 other stores that fol- 
lowed, was due to his foresight, deter- 
mination and great business ability. 
In addition to these stores, the parent 
company controls two direct offshoots. 
These companies are known as the 
Sincere Life Assurance Company, Ltd., 
and the Sincere Insurance and In- 
vestment Company, and both have 
branches and agencies in most of the 
important cities in China. 

At the outset the business did not 
prove to be a success. Prospective 
customers were so accustomed to bar- 
gaining that it was difficult to impress 
upon them that full value was being given 
for their money without the customary 
haggling. Although Mr. Ma and his 
associates worked extremely hard to 
attain their ends, the results of their 
first year’s operations proved so disap- 
pointing that many of the shareholders 
favored an immediate liquidation. Mr. 
Ma fought against this procedure, with 
the result that in the next year’s opera- 
tions the business showed a marked 
improvement. People were becoming 
convinced of the advantages to be 
gained by purchasing from the depart- 
ment store. A few years later, be- 
cause it had made such rapid progress, 
the store was removed to a more com- 
modious place. 

The success of the initial enterprise 
had now become known throughout 
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moters to extend their field of operation, Far East by branches and agencies, It 
with the result that in 1912 the fine From its modest beginning, Since MP \(-. | 
five-story structure on the Bund, Can- & Company has grown until today j;; realiz 
ton, was opened for business. This has a paid- -up capital of Mex. $7,000. JRF enter 
was a bold step to take, for it was the ooo and gives an agreeable employmep; lame 
first year of the Republic, and the to several thousand workmen. It dog on 
. . Aus 
Exuipit I. Sincere & Company, Limitep, Honckonc. INCORPORATED 1900 Iehes 
Capital Authovined—7OG,000 GRased GF BIG COG ics 60s dic cnn ces cieweedadednescueeeans $7,000,000 ay 
. >.: ss 190/ 
eee Pee eee rs er ree ere te Or Pe Ne ce ee ane $7 ,000, 000 1 
F teaacial Statement (In thousands of Mexican dollars) ® ony 
| 
1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 | 1930 | 1931 Ca 
| | Ca 
? se oe oe | _ 
Gross profits . |81, 411/81, 997/81, 389/81 ,064)8 963/$1,O15/$1,545/$1 ,645/$2, 375 — 
Net profits Siceeceeeeseeseee! 15339] 1,740] 1,555] 749} 704] 757] 1,318) 1,425] 1,994 
Mortgage on company’s property... .| 8,530] 8,859) 6,718] 7,979] 9,944 
Dividends ws eutaata’a ..| 10% | 10% | 10% | 10% | 10% | 10% | 10% | 10% | 10% 
Bonus on shares . .| 2% 3% 3% 2% 2% 3% Gr 
Bonus & dividend absorbed . $ 840/$ gI0/$ 7ooO;/$ 7oOF 70018 700/$ 840/$1, 006)$1, 300 Net 
Bal. carried forward.............. | 1,292) 1,865) 1,969) 1,908) 1, 812) 1,858) 2,163 269} 231 Ger 
Stocks on hand 5: tio yp 378| 6,035] 5,466] 5, »433) 4,7°7| 4,497 4,862| 6,229 Spe 
Investments..... Kaukihbie 964 1,826) 974] 1,797] 2,889) 2,556) 2,555] 2,493] 2,493 Div 
Land, building & fittings ..++++-| 6,000] 6,068} 7,090] 7,350 7,288 7,086] 6,994] 7,135] 7,34! Bon 
Bon 
Source: The China Stock er Share Handbook. Sto 
The bonus and dividend on new and bonus issue of shares in 1929-30 was only for one-half year. ne 
economic and political outlook was very an annual business of over $15,000,000, : 
uncertain. In spite of these factors, the Shanghai branch being by far the n 
the newly opened emporium survived most profitable one. The following 
and prospered, and four years later earnings statement will show the rela- . 
two other branches were established tive importance of the three branches, nat 
in the same city. The year 1917 namely, Shanghai, Hongkong and Can- [his 
witnessed the opening in Shanghai of ton. In 1926 a net profit of $308,071 all 
the largest of Sincere’s branches, an was reaped by the head company in Ing 
imposing five-story building occupy- Hongkong, and $601,622 by the Shang- nee 
ing a whole block. hai branch, while a loss of $205,707 was Con 
Although primarily established as sustained by the Canton branch. ne, 
universal providers of retail goods, In analyzing the figures that are - 
the directors did not confine their available it is seen that Sincere & acpe 
activities solely to this sphere. Num- Company has been earning a net proit — 
erous factories were established in in the neighborhood of $700,000 t Ji 
Hongkong, Canton and Shanghai for {$2,000,000 during the years from 1923 pel 
the manufacture of perfumery, toilet to 1931. A regular dividend of 10% oral 
° ° ° ; mor 
articles, aerated waters, glassware, con- per annum was paid during these tg 
fectioneries, boots and shoes. The years under observation, and some — 
° . — 2¢ 
most important of these is the per- years an additional 2% or 3% bonus eee 
fumery factory. The products of this was paid on shares. ca 
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THE 


The Wing On Company 
It did not take very long for some of 
- Ma’s former business colleagues to 
ize the profitableness of this new 
enterprise. Mr. Kwok Bew and Mr. 
lames Kwok Lock, who were the found- 
the Wing On store in Sydney, 
\ustralia, about 37 years ago, estab- 
lished its first store in Hongkong in 
The Wing On Company is the 
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forced concrete and cost about $750,- 
ooo. A hotel, known as the Great 
Eastern, is operated in conjunction with 
the store. It has more than 700 rooms 
which are artistically decorated in 
foreign styles. The department store 
and hotel in Shanghai carry on 
their pay roll approximately 1,100 
employees. 

The Wing On Company is the only 












































1907. 
y Chinese department store one of all the stores that does any 
Exuisit II. Tue Winc On Company. SHANGHAI 
tal Authorintd 4h 36,000 GRAIG RIGO DOR ia sis oc 0:c0K0 seed cd wens sean senecns war $2,500,000 
ND ag Re ee ee ey ry ee eee Pe ee $2,500,000 
Financial Statement (In thousands of Mexican dollars) 
| | 
r | “ P | 1930 | 1930 P 
| 1924 | 1925 | — 1928 1929 | (Feb.) (Dec.) 1931 
J | . 
| 
Greet OGRE: a ss enwans $1, 182/$1, 243/81, 288 $1, 348)$1,020 |$1, 739|82, 195 82, 601 ig2, 806 
Ne 1,045] 1,051] 1,222] 1,159 9708 i Xt, 464) 2,058) 2,377 2,151 
( erve 1,815) 1,871] 1,871) 2,619 19°] 1,133) f, 739) 1, 121) 1,301f 
S rve | 500} 500 500 500] 1,000] 1, Sag 
Reyer ee ee 10% | 10% | 10% | 10% 8% 8% 8% 6% 
~aecepec in hc ‘weeeee] §% | 5% | 58% | 5% 2% | 4% | 4% | 
Siam ¢ deldenbuipaliied. :...0. % 375|$ 375|8 375/68 3735/8 400 [8 s00l8 bool 600/$ 600 
Stocks on hand aes .| 2, 7 3,089] 2,570] 2,873) 1,950 | 2,614] 2,356) 2,936) 2,538 
Land, buildings, merchandise, etc 4,049] 4,173] 4,287] 4,840] 4,019 | 3,984! 4,835) 4,717] 4,476 
[ See oon i bee 589 635) 825 825 825 825] 25| 1,230) 1,853 
*In t year ending February, 1928, the capital of the company was doubled by the issue of free shares to shareholders 
ral Reserv re, absorbing $2,500,000 from this fun 
pany places the whole of its balance carried forward into General Reserve. 
1 of the shareholders of the company at the meeting in April, 1931, the capital was again doubled by a similar 
hares out of General Reserve. 
scal year was changed from]February to December in accordance with the Chinese Government regulations. 
lat_is incorporated in Hongkong. manufacturing on a large scale. It 
[his is due to the fact that practically owns two cotton mills, employing 4,833 
he large shareholders and manag- workers. Mill No. I operates 39,000 
ig directors are from Australia and spindles and 1,300 looms, while mill 
‘nce British subjects. The Wing On No. 2 operates 45,000 spindles. The 
Company started its big expansion amount of yarn produced in mill No. I 


gram in 1918, when it established 
thai branch. This branch is 
rately incorporated from the Hong- 
ng head store. 
Judging from the analysis of the 
ting statements of the two 
es, the Shanghai branch is much 
re profitable. This store covers a 
e block of 36,000 square feet and is 
high with six stories. The 
ling is constructed chiefly of rein- 


e on ang 





is 10,836,000 pounds, in mill No. 2, 
13,500,000 pounds. The capital of 
these mills is $6,000,000, a large amount 
of which was subscribed for by the 
store and Wing On shareholders. 

The Wing On and Sincere companies 
both have factories to turn out furni- 
ture, iron and glassware, and many 
other commodities, among which the 
most successful are the toilet perfumes, 
aerated waters and soap. A great 
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proportion of the native products, such 
as piece goods, towels, bath robes, yarn, 
etc., are supplied by the Wing On mills.? 

The high rate of silver exchange has 
been: responsible to a large extent for 
promoting small local industries. The 
average Chinese with his income in 
Mexican dollars can no longer afford to 
pay $2.50 for a jar of Stacomb or $2.40 
for a tube of tooth paste or $0.40 for a 
cake of soap. Such products can be 
easily imitated and made locally, and 
thus can be bought by every one; 
these local products are now being 
manufactured by the two larger depart- 
ment stores, and they are rapidly re- 
placing the foreign products. Besides 
selling their own products, they are 
distributing other local-made goods and 
thus promoting the native industries. 
[he various boycotts are also responsi- 
ble in furthering the progress of the 
native industries. The Chinese cotton 
mills have been operating on a 24-hour 
capacity ever since the anti-Japanese 
boycott was instigated. 


The Sun Sun and Other Compantes 


The Sun Sun Company, the only 
other company of considerable size, is 
operated on a comparable basis to the 
Sincere and Wing On companies. This 
company was promoted in 1923 by a 
group of Cantonese people who are well 
educated and trained business men and 
some of whom are experienced espe- 
cially in the organization and manage- 
ment of department stores; as, for 
example, Mr. Liu Shik-chi, formerly 
general manager of Sincere & Com- 
pany, and several of the department 
heads. It is a limited company, incor- 
porated under the act of limited compa- 
nies and registered with the Minister of 

2 As has been indicated above, the Wing On mills 
are a separate corporation from the Wing On store, 


there is a common interest. 
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Agriculture and Commerce, formerly 
Peking. For the first year, this com. 
pany operated fairly successfully, 4 
total business of $5,165,595 and a ne: 
profit of $418,557 were realized for 1926, 

This new seven-story departme;: 
store, hotel and amusement center j; 
housed in a new structure that occupie 
an entire block. On the 7th floor there 
is a theater, a large dance hall and ; 
concert hall capable of accommodatiny 
1,000 people. This structure is divide 
into two main parts, the store and hote! 
The first five stories of the former par 
are devoted to merchandise, while the 
sixth contains the offices of the 
company. 

In Tientsin, there is only one Chinese 
department store. It is called the 
Chung Yuen Company and was organ- 
ized in 1928 with $1,500,000 capital 
Several of the promoters of this con- 
pany are directors of Sincere & Con- 
pany. It is housed in a six-stor 
building similar to that of the Wing 
On’s of Shanghai and is located in the 
Japanese Concession. 

The latest addition in Shanghai wil 
be the Sun Company. It is an ambi- 
tious enterprise with a paid-up capital 
of $6,000,000. This whole amount is 
being put into the land and building 
A very valuable piece of property con- 
sisting of 60,000 square feet, with its 
frontage on Nanking Road, was bought 
for $4,046,000, and the ten-story build- 
ing, when completed, will cost $2,000,- 
ooo. The management will mortgage 
the property in order to secure its 
working capital. When completed, th 
Sun Company will be the most modern 
department store in the Far East 
Modern devices, such as air cooling and 


escalators, will be installed for the 
convenience of the patrons. Of al 
the department stores, the location 0! 
the Sun Company is the best. It 1s 
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| by two boulevards—Nanking 
.don the south and Thibet Road on 
west. It is situated one block 
the Sun Sun Company and two 
from the Wing On and Sincere 
The nature of its business 
be the same as the other three 
department stores. In con- 
with the complete line of the 
ment store, a modern hotel and 
department will be added. 
iiding will be completed during 
ter half of 1933. 


iTliCsS. 
1 
t > 


for the Su CCéSS of Ch inese 
Department Stores 


rly department stores were a 
to the Chinese public. ‘Their 
could be attributed to several 
ises, such as efficiency in manage- 
establishment of the one-price 
, sale of merchandise on a price 
ind the security of investments 
treaty ports. The management 
‘arly stores was in the hands of 
\ustralian Chinese. ‘They applied the 
Western methods of handling business 
most efficient manner. Much 
was put on the display of mer- 
indise and the sale of merchandise 
one-price basis. In the native 
there was and still is too much 
‘cling between the customer and the 
an over the price and quantity. 
(he inauguration of this new system 
vas met with wide approval and it did 
t take long to attract a large number 

t regular patrons. 
With the establishment of buying 
es abroad, such as in London and 
New York, the large department stores 
able to buy their merchandise 


in large quantities and hence were able 


their merchandise at reduced 

es. In general, the price in the 

partment stores is about 10% cheaper 
n the native stores. 





tN 
72 


Security of investments in the treaty 
ports has prompted more investments 
in this line of business. In the treaty 
ports there is practically no danger of 
milking any concern dry through heavy 
or unfair taxation. Many of the Chi- 
nese corporations that are established 
outside the treaty ports have suffered 
severely because of the practices of 
various governmental officials, such as 
heavy taxations, and because of their 
lack of control over the laborers. The 
Nanyang Brothers ‘Tobacco Company, 
Ltd., which is a large tobacco concern 
employing over 3,000 workers, suffered 
a severe setback in 1927 because of 
labor trouble. Because the Govern- 
ment was unable to cope with the 
situation, the factory had to close its 
doors until further assurances from the 
Government could be given. Ever 
since, this company has suffered severe 
losses. 

The only threat to the department 
stores is organized labor, but the 
management has this fairly well under 
control, having adopted the employee- 
ownership plan. By encouraging such 
a plan, the employees take more inter- 
est in the welfare of the company. In 
1927, when there was a walk-out by 
the employees of the Wing On Com- 
pany, the employee shareholders stuck 
additional sales 

Most of these 


to their posts and 

clerks were recruited. 
sales clerks were relatives of the share- 
holders and a great proportion of them 
were girls from very prominent families. 
In China the place for women is at 
home, and it does not seem respectable 
to have family girls work in public; 
but since this incident, this tradition 
no longer holds true. The rich, family 
girls have set a precedent, and now we 
notice that about a third of the sales- 
force is comprised of the fairer sex. 
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Merchandising Policies 


Of all the various departments in 
the Chinese department stores, the 
grocery, the silk piece-goods and the 
cosmetic departments are the most 
profitable and the most popular. Most 
shoppers prefer to buy their groceries 
in the department stores because of 
their cleanliness, price and _ service. 
In a large city it is very inconvenient 
to go from one store to another, hence 
the department stores have taken ad- 
vantage of this fact. In the grocery 
department, one is able to buy prac- 
tically any kind of groceries, especially 
American canned goods. Even Sun- 
kist oranges, fresh celery and tomatoes 
from sunny California may be pro- 
cured in this department. The pro- 
vision department is so important 
that it occupies about five-eighths of 
the ground-floor space. In glancing 
over this department, one will notice 
that about 80% of the canned goods 
are purchased from America. 

In the clothing (piece-goods) depart- 
ment there are no ready-made dresses 
such as are found in the women’s 
apparel departments in the American 
department stores. Only piece goods 
are sold in this department, and persons 
desiring to have any gowns made can 
easily have them done in the tailoring 
department, which is part of the piece- 
goods department. There is practi- 
cally no problem as to trade-in in the 
Chinese department stores. 

A few other departments, such as 
the mail-order, insurance and banking 
departments, are worth while mention- 
ing. ‘The mail-order business is still 
in its infancy, but the potentialities 
of its development are very great. 
This line of business is carried on 
chiefly in the grocery and sundries 
departments. Such goods are ordered 
by missionaries and some Chinese re- 





where 
articles cannot be obtained. 
the business is done C. O. D. Wit) 


such a fine network of postal system 


siding in the interior these 


Most of 


as exists in China, and with th 
development of the interior cities, th. 
potential development of this depart. 
ment is great. 

The Wing On and the Sincere com. 
panies both have Fire and Marine 
Insurance and also Life Insurance de. 
partments. The Wing On Fire and 
Marine Insurance department has ; 
capitalization of $1,500,000. ‘There are 
branch offices in Siam, Shekki, Hong. 
kong, Shanghai, Canton, Tientsin and 
Hankow. ‘The Life Insurance depart- 
ment with $2,000,000 capital has branch 
offices in the above-mentioned cities. 
A large commercial and savings bank of 
the Wing On Company, with branches 
in the key cities, was organized in the 
past year with $10,000,000 capital. 

Instead of selling the merchandise 
at a discount, these department stores, 
in fact all of the stores, hold four sales 
simultaneously each year, once before 
each season. Fach sale lasts 21 days. 
At these sales, reductions from 10% t 
20% of the selling price are given on 
all lines of merchandise. During the 
sales period, Nanking Road resembles 
very much the “White Way” of Broad- 
way. The stores and streets are al 
illuminated, with banners and _ flags 
hanging over the streets. The small 
native stores go one step further to 
attract the buying public by having 
a little brass band of about three to five 
instruments blasting away throughout 
the day. Thousands of people, many 
of whom are just transient tourists, 
visit these stores for curiosity’s sake. 


Management Control 


Major executive policies are deter- 
mined by the Board of Directors, which 
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THE 


supreme legislative body. Aside 
this, the whole organization is 
decentralized with powers vested 
cal supervisory managers. The 
sentation in the management is 
-d by two parties, the inside 
tside stockholders. The organi- 
§ Sincere & Company will give 


. general idea as to the method of 


Board of Directors, comprising 
mbers, is the supreme legislative 
One half of them are elected by 
nside shareholders, 1.¢., share- 
who are working or taking an 
partinthe company. The other 
re chosen from the outside share- 
The chairman of the Board is 
“outside” man. Under the 
are two Managing directors, one 
in Shanghai for North China, 
other in Hongkong for South 


na. Their duty is to see that the 


es of the Board are carried out by 
al managers. In each locality, 
y boards are chosen from the 
holders by the Board of Directors 
r that they may assist the 


1ging directors. 


eat h 


branch there is a local man- 
with assistants who are directly 
nsible to the managing directors. 
number of assistants varies with 
lifferent stores; in the Shanghai 
h, there are six, each in charge of 
lepartment. The departments 


prise retail and store management, 
lesale, import and export, finance 
accounts, welfare, and hotel and 


there 
each 


In 


superintendents 


store 


for 


garden. each 


tLWO 


‘ who are responsible to the mana- 


r the business of their particular 
under them 
tments each under a department 


while are several 
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Summary and Conclusions 


The change from the small native 
shops to the modern 1o-story building, 
comprising a whole block and filled 
with millions of dollars worth of goods 
from all parts of the globe, is a long step 
for the slow-moving and _ indifferent 
Orient to take. All this progress has 
come about through the vision and 
far-sightedness of an emigrant who had 
seen the West and applied the Western 
ideas to his native land. 

The department stores have been 
tremendously successful, in fact more 
successful than the average department 
store of the West. From a considera- 
tion of the huge earnings realized and 
the rapid expansion policies through 
reinvested earnings, one cannot help 
but admire the great success of the 
business. Throughout the business 
world, a successful line of business 
breeds more competition, and more 
stores of the same nature will be started. 

At present there are three large 
department stores in Shanghai located 
side by side, and all of them are com- 
peting for the same class of trade. 
The Sun Company, which is under way, 
will be the fourth store, and judging 
from their plans, it will be the largest 
enterprise in so far as the physical 
plant is concerned; it will be located 
just one block away from the three 
other stores. All these stores, which 
are so closely located and which sell 
about the same line of products, will 
have to be more individualistic in that 
they must devise some means as a 
drawing power before they are able to 
withstand the competition. In the 
future, as well as in the past, price will 
be a big factor as a drawing power. 

The question now arises, have the 
department stores reached their satura- 


tion point? Will they be able to pay 














288 HARVARD BUSINESS REVIEW 


a 10% to 13% dividend in the future? 
This will depend largely upon two 
factors: first, the importance attached to 
the growing spirit of nationalism; second, 
the policy moves by the management 
in diversifying the company’s earnings. 

Due to the fact that a large propor- 
tion of the wares are of foreign origin, 
great damage could be done in case a 
wave of nationalistic feeling swept over 
the country against foreign goods. In 
view of the boycotts that have been so 
prevalent in the last decade, it is a 
fortunate thing that the department 
stores did not have a large stock of 
Japanese goods in the present anti- 
boycott, for these stores 
have suffered a 


Japanese 
would undoubtedly 
great loss. 

The incident of May 30, 1925, is 
worthy of comment because of the 
anti-British boycott. When the boy- 
cott was in full swing, the Foreign 
Goods Association of Shanghai, which 
is composed of department stores, can- 
celled all outstanding orders for British 
goods and replaced them with American 
and native goods. The managing di- 
rectors of the Wing On and Sincere 
companies were approached by the 
British officials and were reprimanded 
They were 
liable to 


for taking such an action. 
threatened with being held 
forfeit their rights to operate as British 


companies unless they proceeded to x 
British goods and also to display ther 
in their stores. ‘The Chinese manage, 
though British subjects, did not hee: 
their threats, and since this was +}, 
lesser of the two evils, these stores kep, 
the British goods out of sight till th, 
agitation waned. 

There is always a danger of puttin; 
all the eggs in one basket, so to speak 
The experience of most of the depar. 
ment stores in America is that with ay 
increasing volume of business after th, 
point where the law of diminishing 
returns begins to be felt, the profit o; 
the invested capital will not be in pro. 
portion to the increased volume 
business. ‘The companies that diver. 
sify their earnings into other channels 
of profitable business will 
greater potential return on the invested 
capital. ‘The success of any compan: 
will depend largely upon the foresight 
and wise judgment of each policy mov 
by the management. 

With political stability to give th 
local corporations every assistance i1 
expansion and improvement instead « 
hindering local business, and with th 
possibilities of economic stability 
increase the per capita wealth of the 
people, department stores in China have 
a very big program ahead of them and 
a very bright future. 


have 
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THE EARLY HISTORY OF THE GREAT 
ATLANTIC & PACIFIC TEA COMPANY 
By ROY J. BULLOCK 


CONOMISTS, business men and 
the general public have shown a 
widespread interest in the chain 
nd the problems that have arisen 

nsequence of its advent. Al- 
this interest has resulted in the 
ng of quantities of information 
hain stores, comparatively little 
wn about chain-store history. 
is deficiency is due to the 
material readily available 
tigation, rather than to any 
recognize the importance of 
irch, would be generally ad- 
\nyone who attempts to 

to the subject is faced by three 
bstacles. First, most business 
ire unwilling to permit an investi- 
f their affairs by an outsider, 
ugh his attention centers on 
ngs that ceased to interest the 
y’s executives many years be- 
Second, even when this extreme 
is Overcome, few companies 
rds available over a long pe- 
years from which information 
lerived. Third, and finally, 
last decade there have been 
d no statistical series that throw 

n chain-store development. 
hase of chain-store history is less 
te than that of the chain-grocery 

the chief barrier that has dis- 


raged penetration into this field 
ng been the Great Atlantic & 


Tea Company. The investi- 


r has had to face the fact that the 


of the present chain-store or- 


ations in this country, and the 


with 16,000 stores and sales of 
than a billion dollars annually, 





maintained for years a policy of secrecy 
as to its affairs;' and, even after 
abandoning this policy, the company 
stated that due to the absence of 
records almost no data concerning its 
development before 1914 are avail- 
able.2 To undertake a history of the 
chain grocery or even the chain-store 
movement in general without the Great 
Atlantic & Pacific Tea Company would 
be like an attempt to produce Hamlet 
with Hamlet left out. 

This study has been undertaken in 
the belief that no concern could, during 
a period of more than seventy years, 
have attained the magnitude and im- 
portance of the Great Atlantic & Pacific 
Tea Company without leaving traces 
of its existence during past decades, 
and also with the confidence that the 
subject is of sufficient interest to justify 
setting forth the facts discovered, even 
though they are incomplete in some 


1This dearth of information is indicated by the 
fact that the most widely accepted books dealing with 
chain stores attribute the founding of the business to 
the wrong man, in spite of the fact that the true 
founder was active in the management of the busine s 
for nearly twenty years and remained its chief owner 
until his death in 1901. See: Nystrom, Paul H., 
Economics of Retailing. New York: Ronald Press 
Co., 1930, Vol. 1, p. 219. Hayward, Walter S., and 
White, Percival, Chain Stores. New York: McGraw- 
Hill Book Co., Inc., 1928, p. 16. Baxter, William 
J., Chain Store Distribution and Management. New 
York: Harper and Bros., 1928, p. 1. Darby, W. D., 
Story of the Chain Store. New York: Dry Goods 
Economist, 1928, p. 13. All four make this error. 
Baxter mentions Gilman’s name; but only in a pam- 
phlet—The Chain Store, published by Frank S.aman, 
Inc., 1928, p. 12—is George F. Gilman recognized 
as the founder of the business. 

2 United States Federal Trade Commission, Growth 
and Development of Chain Stores. Washington, D. C., 


June 11, 1932, pp. 3 and 53. 


9 
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respects and even though the records 
of the company itself are not available. 


Origin and Early Expansion—The 
Great American Tea Company 


In attempting to establish the date 
for the beginning of the business that 
was later to become the world’s largest 
chain-store system, it will be necessary 
to consider a number of confusing 
and apparently conflicting facts. The 
front window of every Great Atlantic 
& Pacific Tea Company store bears the 
statement, “Established 1859.” At 
the same time the trucks of the Great 
American Tea Company, the name 
under which the business operated for 
the first decade of its existence and 
which still survives as the name of a 
subsidiary of the Great Atlantic & 
Pacific Tea Company, carry signs giv- 
ing the date of the founding of that 
business as 1858. Advertisements of 
the Great American Tea Company 
appearing in the early 70’s announce 
that the business began in 1861.% This 
conflicting evidence can be explained, 
if not entirely reconciled, by examining 
the origin of the business. 

The founder of the enterprise which 
later became the A. & P. chain-store 
system was George Francis Gilman, 
who was born in Waterville, Maine, in 
1826. Gilman’s father was a shipowner 
and it is reported that he had, at one 
time, 33 vessels in the African trade and 
that he accumulated some property 
thereby.‘ Nothing is known of Gil- 
man’s early business career, but Wil- 
son’s New York City Business Directory 
for 1858 lists George F. Gilman as a 
hide and leather dealer at go Gold 


3 Harper’s Weekly, Vol. 12, July 4, 1868, p. 431. 
‘For details of Gilman’s life and family history 
see: New Haven Evening Register, March 4, 1901, p. 
12; New York World, March 7-13, 1901. 





Street, New York City.® The firs: 3 ant 


rating book® ever issued by a mercap. & 
tile-credit agency includes “Georg. 
F. Gilman—Hides and Leather,” an; 
Gilman still appears as being in th 
leather business in the rating book oj 
1860.’ He had, by this time, however 
apparently begun to dabble in the te; 
business as a side line, because Wilson’: 
New York City Business Directory {o; 
1860 designated George F. Gilman a;; 
“‘Hide and Leather Dealer” at 98 Gol 
Street, and also Gilman & Compan; 
as “Importers of Tea” at the sam 
address. By 1862 hides and leather 
had apparently been abandoned, an¢ 
we find ‘“‘George F. Gilman, Te: 
Dealers,” at 129 Front Street, as the 
only listing.® 

When the name, The Great Amer- 
can Tea Company, was adopted i 
not certain. It was used in a news 
paper advertisement as early as Octo- 
ber, 1863.9 The name does not appear 
in the directory until 1864, when the 
Great American Tea Company at 37 
and 45 Vesey Street is given.’ By 
1864, the business had also made its 
entry into the chain-store field, sinc: 
the same directory also contains, in 
addition to the address on Vesey Street, 
“George F. Gilman, tea importer,’ 
at 129 Front Street. The next year 
Gilman was listed as the proprietor 0! 
four establishments: 640 Broadway, 
129 Front Street, 341 Greenwich Street, 





5 This street number may be in error, since listings 
of the hide and leather business in all later directorits 
gave 98 Gold Street as the address. 

6B. Douglas and Company, The Mercantu 
Agency’s Reference Book, 1859, p. 132. This was the 
predecessor of R. G. Dun & Company’s rating book. 

7 Dun, Boyd & Company, The Mercantile Agency 
Reference Book, Vol. II, part 3, p. 454. 

®Wilson’s New York City Business Directors 
1862-63. 

9 New York Tribune, October 10, 1863, p. 12. 

1 Wilson’s New York City Business Director) 
1864-65, under heading: ‘“‘Tea, Importers of.” 
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. oo «tea st “Ai we is Ths. 

The fire nd 45 and 45 Vesey Street. This 

adie was continued, and by 1870 
4iCT Cap. z 

“ Geor ‘here were II stores and the concern 

or? os vas rated as being worth from $100,000 

» ie +o $250,000.!2 In spite of this early 
Dereshh on of the chain-store field, 

A 

however st rapid expansion took place in 

. the t, her direction, and it is probable 

Wilson’ - chain-store phase of the com- 

Sey te business remained of secondary 

nan a mportance until the middle of the 

pap ca +. 18 

98 Gold Ol the 7O De 

ompar 

le same Marketing Methods—the “Club 
leather Plan” and Advertising 

ed, 

n, Tea During the same years that Gilman 
as th was beginning his expansion in New 
Amer. j., 1865-66, under heading: “‘Tea Dealers.” 
sted 1. 1870-71; R. G. Dun & Company, Reference 

pted Book, January, 1870. 

1 news- While the statement that the Great Atlantic & 

s Octo- Pacific Tea Company is the oldest existing chain-store 
a system is entirely justified, it is well to recognize 
appea hat Jacob and Joseph Stiner were operating a chain 

len the f retail tea stores in New York City before George 
at 2 F. Gilman entered the field, and that until 1875 the 

' R Stiner family were the largest chain-store operators 
; 9 the city. Jacob and Joseph Stiner, step-brothers 

ade its f the same name and natives of Bohemia, came to 

. Sif New York in 1855 and opened a tea store at 64 

n Catherine Street. They soon opened a second, and 
— 1857, a third store was started at 49 Vesey Street 
otreet ar the site later occupied by the Great American 
yrter.’ [ea Company. In 1862 when Gilman was operating 
none 1 single tea establishment at 129 Front Street, the 

* ie Stiners had § stores; and when in 1867 the partner- 
tor ship, which had operated under the name J. Stiner & 
dwat C any, was dissolved, there were 10 stores which 

“ae were divided equally between the two former partners. 
alae 1870 Jacob Stiner and Joseph Stiner each had 17 

stores, and Jacob again divided his stores—this time 

with his son Philip. Jacob Stiner was burned to 

rect lea 1874, at which time Joseph Stiner and 
, : me P 

Company had 24 stores, Jacob Stiner had 15 stores, 

ercantile and Philip Stiner had 18 stores. After Jacob Stiner’s 

was the ueath, his stores were taken over by his son-in-law, 

x book M H. Moses, but the Stiner family was not able to 
{gen 4 its position of leadership, although the 


ess survived until the dissolution of J. Stiner & 
‘rector Co., with 11 stores, in March, 1902. For information 
4 t the Stiner firm see: American Grocer, Vol. 10, 
Jan. 31, 1874, p. 245; Trow’s New York City Directory 

the years mentioned; New York Journal of Com- 


merce, March 21 


, 1902, p. I. 
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York City by opening additional stores, 
he commenced to cultivate the market 
for his teas outside of New York by 
means of a device, called the ‘“‘club 
plan,” which he apparently originated 
himself.'4 The purpose of this plan 
was to secure mail orders and it proved 
to be highly successful. 

Under this plan people were informed 
at first by circulars, and later by 
national periodical advertising, that 
“‘all towns, villages or manufactories 
where a large number of men are en- 
gaged, by clubbing together, can reduce 
the price of their Teas and Coffees 
about one-third by sending directly 
to the Great American Tea Com- 
pany.’!® Apparently the chief incen- 
tive to the person taking the initiative 
in arranging such an order was the 
opportunity to buy his own tea at 
Great American prices, although this 
announcement was also made: “ Here- 
after we will send a complimentary 
package to the party getting up the 
club. Our profits are small but we will 
be as liberal as we can afford.”® ‘This 
same advertisement gives a further 
explanation of the scheme: “Clubs can 
have each party’s name marked on 
their packages as directed. Some of 
our clubs send orders weekly, some not 
so often, while others keep a standing 
order to be supplied with a given 
quantity each week or at stated periods. 
Parties sending club or other orders 
for less than Thirty Dollars had better 
send Post-Office Drafts or Money with 
their orders to save the expense of col- 
lection by express; but larger orders we 


4 Tn an article called ‘‘The Tea Trade and Certain 
Monopolies,” in the American Grocer, Vol. 3, Nov. 
19, 1870, p. 490, this statement appears: ‘‘This great 
evil had its origin in the brain of one man. He 
constitutes the original company.” ef 

% Harper's Weekly, Vol. 10, June 23, 1866, p. 399. 

16 Harper's Weekly, Vol. 10, June 16, 1866, p. 383. 





will forward by express, to collect on 
delivery.””’ Apparently no minimum 
order requirement was set. 

The plan worked and the business 
grew. A favorite practice of the com- 
pany was to reproduce club orders 
in its advertisements, giving in com- 
plete detail the names, addresses and 
quantities purchased for all who partici- 
pated. In 1866, alone, orders from 
the following states were published: 
New York, Massachusetts, Michigan, 
District of Columbia, Vermont, In- 
diana, Illinois and Wisconsin. Prob- 
ably the best indication of success, 
however, was the hostility which the 
Great American Tea Company aroused 
within the grocery trade. 

Advertising played an important part 
in the sales promotion of the Great 
American Tea Company during this 
period of its existence. At first cir- 
culars alone apparently were relied 
upon, and the first known newspaper 
advertisement of the company was an 
invitation to consult its circulars.” 
Newspaper advertising was not used 
extensively. During the summer of 
1865 the New York Tribune for a few 
weeks carried a two-inch advertise- 
ment to the effect that “The Great 
American Tea Company are now open- 
ing a very fine invoice of Moyune 
Teas by the Haversham, which they 
are offering in lots to suit country and 
city trade at Cargo prices.”"® During 
the late 60’s and early 70’s the New 
York newspapers were used during the 


17The New York Tribune, Oct. 10, 1863, p. 12, 
contains this brief announcement: ‘“‘The Great 
American Tea Company Issue Their Price List on the 
1oth of October.” 

8 Tbid., July 29, 1865, p. 8, and issues following. 
Presbrey, Frank S., The History and Development of 
Advertising, New York: Doubleday, Doran & Co., 
1929, p. 239, reproduces a Great American Tea 
Company advertisement from the New York Tribune 
of Oct. 21, 1865. 
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holiday season but very infrequently 
at other times.” 

Beginning in 1866 the Great Ameri. 
can Tea Company was for nearly a 
decade one of the country’s leading 
users of periodical space. At this 
time the religious weekly was the 
leading advertising medium,”* and we 
find such publications as The Methodist. 
The Evangelist, the Christian Intl. 
ligencer, and the Christian Union, which 
later became the Outlook, all carrying 
the company’s messages. In addition, 
Harper's Weekly was used, as was 
the American Agriculturist.”} 

Circulars continued to be used in 
various sections of the country during 
this period. Letters to the editor of 
the American Grocer refer to Great 
American circulars being distributed 
in Baton Rouge, Louisiana, and Sax- 
tons River, Vermont.??_ A house organ, 
called “‘The Tea Plant,” was main- 
tained for a time.”8 

The central theme of the Great Ameri- 
can Tea Company’s advertising was the 
elimination of the middleman together 
with his profits and his delays. The fol- 
lowing quotation from an advertisement 
that appeared in Harper's Weekly is 
typical and was repeated many times:” 





19 See New York Tribune Dec. 21, 1869, p. 8; New 
York Tribune, New York World, New York Sun—all 
for Dec. 22, 1874, for such advertising. 

20 Presbrey, Frank S., op. cit., Chap. XXXII. 

21 See the following periodicals. The dates given 
are those in which Great American advertisements 
first appeared: 

American Agriculturist (New York), Vol. 25, March, 

1866. 

The Methodist (New York), Vol. 7, March 31, 1866. 
Harper’s Weekly, Vol. 10, June 16, 1866, p. 383. 
Outlook, Vol. 1, June 4, 1870, p. 366. 

Reference is made to the company’s advertising in 
The Evangelist and the Christian Intelligencer in an 
advertisement in Harper’s Weekly, Vol. 10, Dec. 29, 
1866, p. 831. 

22 American Grocer, Vol. 4, Jan. 28, 1871, p. 111; 
and Vol. 8, Jan. 4, 1873, p. 31. 

23 American Grocer, Vol. 4, June 24, 1871, p. 782. 

* Vol. 10, Oct. 27, 1866, p. 687. 














ge of the Great American 
Tea Company 


prietors became fully convinced, 
irs ago, that the consumers of 
Coffee were paying too many 
urge profits on these articles of 
nsumption, and therefore or- 
Great American Tea Company 
as far as possible, with these 
jrains upon the Consumers, and 
them with these necessaries at 
possible price. 
ve our readers an idea of the profits 
ve been made in the Tea trade, we 
with the American houses, leaving 


account entirely the profits of 

e factors. 
American House in China or 
ikes large profits on their sales or 
and some of the richest retired 
ts in this country have made their 
fortunes through their houses in 


The Banker makes large profits 
foreign exchange used in the 
f Teas. 

[he Importer makes a profit of 30 
cent in many cases. 

its arrival here it is sold by the 

the Purchaser sells it to the 

in invoices of 1,000 to 2,000 

at an average profit of about 


[he Speculator sells to the Whole- 
Dealer in lines at a profit of 10 


er cent. 

[he Wholesale Tea Dealer sells it 

Wholesale Grocer in lots to suit his 
1 profit of about Io per cent. 

[he Wholesale Grocer sells it to 


Dealer at a profit of 15 to 25 
Che Retailer sells it to the Con- 
r all the profit he can get. 
you have added to these Light 
is many brokerages, cartages, 

operages, and waste, and add 


riginal cost of the Tea, it will be 


what the Consumer has to pay. 


w we propose to show why we can 
ery much lower than other dealers. 
se to do away with all these 
rofits and brokerages, cartages, 
cooperages, and waste, with the 

f a small commission paid for 
g to our correspondents in China 
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and Japan, one cartage, and a small profit 
to ourselves which, on our large sales, will 
amply pay us. 

Parties getting their Teas from us may 
confidently rely upon getting them pure 
and fresh, as they come direct from the 
Custom-House stores to our Warehouses. 

Variations of this appeal, together 
with expositions of the club plan for 
ordering, appeared in practically all 
the advertisements of the company 
during the period. 


Early Criticisms of the Company’s 
Methods; Price Policies 

Until the founding of the American 
Grocer in New York in the fall of 1869, 
the first publication of its kind in the 
United States, there was no medium 
by which the grocery trade could 
express its attitude toward this new 
institution which had cut so severely 
into one of the most profitable branches 
of the business. Before the new peri- 
odical was a year old, however, it 
had begun a series of attacks on the 
Great American Tea Company and 
‘“‘exposures”’ of its methods. ‘The first 
of these appeared under the title 
“The Tea Trade and Certain Monopo- 
lies” in the issue of March 7, 1870; 
although it did not mention the com- 
pany by name, the campaign continued 
with a series of articles almost every 
week, lasting for more than a year; and 
both Gilman and the Great American 
Tea Company were subject to a great 
variety of accusations and abuse. Let- 
ters from grocers in various parts of 
the country to the editor indicated 
their interest and approval of the 
proceedings as well as pointing out that 
the country newspapers were being 
enlisted in the attack and were reprint- 


ing the American Grocer’s charges.? 


% See American Grocer, Vol. 3, Nov. 19, 1870, p. 
493; Vol. 4, Feb. 11, 1871, p. 177; and Vol. 4, March 


18, 1871, p. 333. 
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A further indication that pressure was attacks made by the American Gro,» yndoubt 
being felt is seen in the following previously referred to, were replet: ture tha 
statement from an advertisement of with charges that Gilman was a regula; selling ¢! 
the Great United States Tea Company purchaser at auctions where cargo. Mm for at * 
of 26, 28 and 30 Vesey Street, New of tea that had been damaged ;, more, th 

tor a lars 


York City, which says that this com-_ transit were sold; that he manipulate; 
pany desired to introduce its teas to teas so as to change their appearang 
and then pass them off as more exper. 


retailer 
‘*Country merchants generally, so that custome! 


they may compete with the Tea Com-_ sive varieties; and even that he boug}; age Vee 
panies in this and other cities, who from restaurants and institutions, ¢. promotit 
are advertising in every manner to  hausted tea leaves which were pr. It is do 

was able 


build up a club trade directly with worked and resold. There seems to}, 
the consumer, greatly to the detri- little reason for thinking, however, tha; 
ment of Country merchants.”* The the Great American Tea Compan 
Great American Tea Company, al-_ established itself by supplying a gullib} 


mies in 
wes whl 


statemer 


though thoroughly hated, had become _ public with an adulterated article a {merical 
a national institution. low prices. Certainly the ethical stand. that an) 
The arguments which the Great ards of trade journalism at that tiny the ear 
American Tea Company used as towhy were low, and in the grocery trade, a anne 
it deserved the patronage of the public least, remained so for several decades ers acc 
suggest at least a cursory examination Furthermore, large numbers of peop ertain I 
of the merits of its claims that it patronized the company, and its long Who a 
performed the functions involved in history and continued prosperity sug. personall, 
marketing tea and coffee atalowercost gest that they were satisfied with it who " pic 
than was previously the case, and an. products. It would seem to be a saf = res 
evaluation of the economic services conclusion that the Great Americar i ae 
that it rendered. Tea Company did supply its customers’ their cus 
There can be little doubt that the needs at lower prices than they had to say it 
power, t 


prices quoted by the Great American been accustomed to pay. 
ry. . a . . company 
lea Company were lower than those rhat it was able to do so at a profit # -, aa 4 


+ 


at which tea was commonly offered by can be accounted for partially, at least, HB .,rows 


retailers. No statistical comparison is 


by considering two sets of circun- 


who has 


possible because at this time packaged First, it is probable that the on Coun 
or branded teas were unknown. The methods of marketing which Gilma pallet 
average customer asked simply for developed shortened the channels pao 
green tea or black tea, while prices were distribution somewhat and resulted i: thee in ti 
quoted for different varieties such as economies. The club plan, in addition Water st 
Oolong, Mixed, Young Hyson, Un- to the advantage which it enjoyed les wh 
colored Japan, Imperial and Gunpow-_ through quoting prices f.o.b. New York, te dir 
der; such terms distinguished the origin which appeared lower than they real! 3 a4 
and appearance of the product, but they were when compared with the local enterpris 

find one 


were very flexible as to their designa- grocers’ price schedule, permitted t! 


The grocers insisted shifting of certain functions to t! nvariab! 


tion of quality. 
from a cl 


that the teas sold by the company at consumer. The services of the clu! 
° “ vr . . . ° ; ~OMmpan 
such low prices were low grade. The organizer in overcoming that inertia my ay 
of buyers which is always a hand: found in 


* [bid., Vol. 2, April 18, 1870, p. 120. cap in securing mail orders wer paid for, 









ibtedly obtained at a lower expend- 
in an equal amount of personal 
effort would have cost if paid 
at regular wage rates. Further- 
he average order received was 
larger quantity than the ordinary 
secured from his individual 
sstomers. ‘To what extent these sav- 
»; were Offset by the cost of sales 
otion is a matter for conjecture. 
doubtful whether the company 
ible to effect any marked econ- 
s in the importing of the commodi- 
; which it sold. In spite of the 
‘ments to the contrary in the Great 
rican advertisements, it is unlikely 
1t any importing was done during 
years of the company’s 
istence. One of the American Gro- 
rs accusations on this point has a 
n ring of authenticity: 




















ear©riy 







Who and what is this Company, who 
rsonally visit the tea growing districts, 
“nick, cure and select their own teas”’; 
import direct; who have no dealings 
’ brokers; who disinterestedly divide 
he enormous commission thus saved with 
mers? It consists—we hesitate 
say it—of one man. The whole motive 
wer, the boundless organization, the 
pany who has its representatives (so 
says) in every tea plantation in the East, 
rrows down to one man, and one, too, 
has never been beyond the limits of his 

n country, possibly not beyond those of 
wn state By diligent inquiry we 

ve ascertained that this Company never 
rsonally visited any tea district except 
it in the immediate vicinity of Wall and 
Vater streets of this city, and the auction 
s where damaged teas are disposed of. 

\s to direct importations, we have conned 
long lists of imports eagerly searching 
the immense cargoes imported by this 
sing company, but have failed to 
and 













> 1? Tt 
r cust 


e single instance recorded 
iriably when we copied the ship’s mark 
1 chest imported by this philanthropic 
pany, and visited the ship or searched 
t the record of the importation, we have 
invariably that it has been bought, 

r, imported and sold by some one of 


i 
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those dealers or brokers against whom this 
Company so heavily inveighs.?? 

When it is recognized that tea came 
in shiploads direct from China and 
Japan and that tea importing required 
connections abroad, large financial re- 
sources and a considerable amount of 
technical skill, it would im- 
probable that a leather merchant could, 
within a period of ten years, originate 
and develop a new type of retai! 
institution, while at the same time he 
became a leading tea importer with 
representatives in Asia and a knowledge 
of teas that would enable him to match 
his wits against the shrewd traders 
from whom his supplies would come.” 
Gilman’s contribution to the marketing 
of tea during this period was probably 
in the functions of dispersion rather 


seem 


than concentration. 

Aside from a more efficient perform- 
ance of marketing services, it is likely 
that the Great American Tea Company 
could undersell its competitors in part, 
at least, because of the traditional 
practice among retailers of placing a 
high mark-up on tea. Such a policy 
had existed in England since the begin- 
ning of the Nineteenth Century.” In 
the United States the grocery-trade 
papers for a generation argued that 
both the smaller per capita consump- 
tion of tea in this country, as compared 
to England, and the rise of the chain 
tea stores were due to the practice fol- 
lowed by grocers of taking a long 
profit on tea to compensate them for 
the losses they made in selling items 


27 American Grocer, Vol. 3, Nov. 12, 1870, p. 466. 


% Entries of tea at the New York custom house 
published in the American Grocer for April 5, 1873, 
p. 661, list G. F. Gilman as receiving 1,396 half 
chests or 75,773 pounds, but by this time the business 
had entered upon the second phase of its development. 

” Rees, J. Aubrey, The Grocery Trade—Its History 
Duckworth 


and Romance. London: & Co., 1910, 


Vol. 11, p. 141 
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such as sugar at cut prices. Tea 
was not a specialty that demanded a 
large gross profit to compensate for its 
low rate of stock-turn, but was rather 
a staple product in universal use, the 
sales of which bulked large in a grocery 
store. Since in those days the grocery 
store carried no canned goods or pack- 
aged groceries, it supplied a smaller 
proportion of its customers’ total food 
consumption than the complete food 
market which is designated as a grocery 
store today. It seems entirely possible 
that Gilman’s success was in a large 
measure due to following the entirely 
modern policy of concentrating on the 
profitable items. 


The Second Period, I 869- I 878 —* The 
Great Atlantic &F Pacific Tea Company” 


The second period in the history of 
the company includes the decade be- 
1869, the date at which the 
name, The Great Atlantic & Pacific 
Tea Company was first used, and 1878, 
the year in which George Francis 
Gilman surrendered the active manage- 
ment of the business to George Hunt- 
ington Hartford. During these years 
retail stores were opened in the leading 
cities of the country, while the mail- 
order business and the name, The 
Great American ‘Tea Company, were 
subordinated to the chain-store system 
operating as the Great Atlantic & 
Pacific Tea Company. 

The for the 
the new name and its gradual displace- 
ment of the old, although the Great 
American name has never been aban- 
doned, are not entirely clear. In an 


tween 


reasons adoption of 


announcement in connection with the 


% See the series of articles 
American Tea Company that appeared in the Ameri- 
1870-71, previously referred to, for this 
Review, Vol. 21, 


attacking the Great 
an Grocer in 
argument. Also the 


March 7, 1890, p. § 


Merchants’ 
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public sale of an issue of its notes, the 
statement is made that the Grex 
Atlantic & Pacific Tea Company wa 
organized in 1858 and had borne it 
present name since 1869.*! The ney 
concern first advertised in 1871, was 
first listed in the New York City 
Directory in 1874 and in Dun’s Refs. 
ence Book in July, 1874.32 The Ameri. 
can Grocer®® made its first reference t 
the new organization in 1871, when jt 
replied to a correspondent in Illinois 
who wrote in asking about the Great 
Atlantic & Pacific Tea Company. 

There are two factors which probably 
account for the original use of the name. 
First, Gilman seemed to believe that his 
sales volume was increased by secretly 
operating apparently independent and 
competing businesses at the same time, 
Thus, both the Great American Tea 
Company and the Great Atlantic & 
Pacific Tea Company were advertising 
in the American Agriculturist and in 
Harper's Weekly in 1871. No connec- 
tion is suggested between the two, 
and different addresses are given, the 
A. & P. being at 8 Church Street, 
New York, and the Great American at 
31-33 Vesey Street. Perris & Browne’s 
Insurance Maps of New York for 
1867 show that 31-33 Vesey was on 
the corner of Vesey and Church Streets 
and that the building numbered 35-37 
Vesey Street, also occupied by the 
company, was “L” shaped with an 
extension fronting on Church Street. 

A similar instance of this same pol- 
icy occurred in 1874 when Granger 

31 Commercial and Financial Chronicle, Vol. 102, 
June 10, 1916, p. 2170. 

32 See: American Agriculturist, Vol. 30, January 
1871, p. 40. This issue also carried a Great American 
Tea Company advertisement. See also Trow’ 
New York City Directory, 1874; and Dun, Barlow & 
Co., The Mercantile Agency’s Reference Book, July, 
1874; both also listed the Great American Tea 
Company. 


33 April 1, 1871, p. 397. 
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1) was strong and there was much 


Great MM tal! ut cooperative retailing and the 
Y wa mination of the middleman. A mer- 
N€ its nt from Long Bottom, Ohio, wrote 


new Mto the editor of the American Grocer 
, Wa ' ng a circular of the Consumers’ 
City H[mporting Tea Company, 8 Church 
Refer. HRS New York City, and asking 


information about that concern. 
ice tof The editor reported that he visited 
idress given, where information 
fused him; but that the circular 
1 ref to the American Aegri- 
‘urist, and that publication informed 
Dably HF the American Grocer’s editor that the 
me, rietor of the Consumers’ Importing 
at his 1 Company was George F. Gilman, 
retly who desired secrecy as to his connection 
t.34 A quotation from the cir- 
time ilar referred to is typical of the 
lea MH exaggeration and misstatement, to put 
& @ it mildly, that characterized Gilman’s 
promotion methods. 
The Consumers’ Importing Tea Com- 
any is a combination of American and 
two, iropean capitalists for importing teas 
from all places of growth, and distributing 
throughout the United States on the 
tual benefit principle, so much in favor 
> present time in this country.*® 
\ final instance of the operation 
mpeting companies is found in 
Dun, Barlow & Company’s Reference 
“am for January, 1879, which contains 
the B this listing under the heading New 
rk City: 


Cc? 


* American Grocer, Vol. XI, May 30, 1874, p. 391; 
New York Business Directory for 1874-75 
> Consumers’ Importing Tea Company at 8 
Concer 
names chosen for Gilman’s companies are 
istrations of this point. The Great Ameri- 
a Company and the Great Atlantic & Pacific 
Company were, from the very beginning, adver- 
sive the impression that they were immense 
international in This is no 
Gilman’s The 
jing leader in the art of sales promotion at 
George 


scope. 
lar reflection upon morals 
d was Phineas Taylor Barnum. 


ical of the times in which he lived. 


Gilman 


was ty[ 
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Gilman, G. F., Teas, also Centennial 
Tea Co., Great American Tea Co. and 


Great Atlantic & Pacific Tea Co. 


It is, then, entirely possible that 
the creation of the Great Atlantic & 
Pacific Tea Company was merely the 
first Gilman of this 
theory of sales promotion. 

The second possible cause for using 
a new name may have been the desire 
to experiment with a blended package 
tea bearing a brand. Such a practice 
was almost unknown at that time, 
and the Great American Tea Company 
had confined its efforts to the 
familiar Oolongs, Young Hysons, etc., 
the same varieties which every retailer 
of tea carried in stock. Toward the 
end of 1870 and during the early 
months of 1871, however, there began 
media which 


expression by 


sales 


to appear in the same 
carried the Great American Tea Com- 
pany advertising, a series of advertise- 
ments featuring a trade-mark design 
and this sentence: ‘‘Thea-Nectar is 
a Pure Black Tea with the Green Tea 
Flavor warranted to suit all tastes.” 
No manufacturer’s name and no ad- 
dress were given.* Shortly after, there 
was added to this same Thea-Nectar 
advertisement an additional statement: 
“For Sale everywhere and for sale 
at wholesale only by the Great Atlantic 
& Pacific Tea Co., P.O. Box 5506, 
No. 8 Church St., New York.’ This 


% See American Agriculturist, Vol. 29, Dec., 1870, 
p. 476; Harper’s Weekly, Vol. 15, Jan. 21, 1871, p. 63. 
37 See American Agriculturist, Vol. 30, Jan., 1871, p. 
40; Harper’s Weekly, Vol. 15, July 8, 1871, p. 631. 
It is improbable that the statement ‘wholesale 
only” meant that mail orders from individual con- 
sumers were not accepted. The Great American 
Tea Company frequently advertised that it sold to 
consumers at wholesale and had itself listed in Wil- 
son’s New York Business Directory as a wholesale 
tea dealer or starred to indicate that its stores sold 
at wholesale only, the apparent object being to give 
ization that 


the impression that it was a large organ 
obtained 


sold tea at the same prices that wholesalers 
from retail grocers. 
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first use of the Atlantic & 
periodical advertising, 
and it is quite possible it was created by 
Gilman in order to have an impressive 
venture with a 


was the 


Pacific name 


name to use in his 
blended tea.* 

Even though either or both of these 
explanations may account for the origin 
of the Great Atlantic & Pacific Tea 
Company, neither offers a reason why 
that name was applied to the chain 
of stores opened in the cities outside of 
New York or why the Great American 
name was relegated to second place. 

A possible reason for operating the 
new stores under a new name may have 
been the hostility which the Great 
American Tea Company encountered. 
It is that Gilman found 
this unfavorable publicity a handicap 
and sought to avoid it by using a new 
name to which no stigma was attached. 

Probably the reasonable ex- 
planation for giving the new retail 
stores a new name can be traced to 
the competition which developed from 
firms imitating both the Great Ameri- 
can Tea Company’s name and _ its 
methods of doing business; tea com- 
with names that included the 
word American may be found in the 
directory of almost any city during that 
period. By 1868 the Great American 
found it include this 
statement in an advertisement:*® 


conceivable 


most 


panies 


necessary to 


Beware of all concerns that advertise 
themselves as branches of our establish- 
ment, or copy our name either wholly or 
in part, as they are Bogus or Imitations. 


% With its name altered to Nectar Tea, Thea- 
Nectar still survives as a packaged tea sold in A. & P. 
stores. 

% The American Grocer, Vol. 4, March 18, 1871, p. 
333, notes that the country press was cooperating in 
the crusade against “‘monster tea establishments” 
and ‘“ sadetetainile that country orders of the largest 
ere already falling off.’ 

Weekly, Vol. 12, July 4, 1868, p. 431. 


concern 
® Harper's 





We have no branches, and do not ip any 
case authorize the use ‘of our name, 


Featuring the fact that the compan} 
did not have branches in cities othe; 
than New York as a defense agains, 
imitators may be the underlying reaso) 
for not calling its stores, as they begar 
to be opened in various cities, branche 
of the Great American Tea Company. 
Having adopted such a policy, the 
greater success of the chain stores a 
compared with the mail-order busines; 
would explain why the company today 
is known as the Great Atlantic & Pacifx 
Tea Company with the Great Americay 
Tea Company as one of its numerou 
subsidiaries.*! 

At any rate, though the reasons for 
the change are obscure, these fact: 
are certain: George Francis Gilman 
founded a business which within « 
period of ten years attained national 
importance under the name, The Great 
American Tea Company, selling tea 
and coffee by mail and through a few 
retail stores in New YorkCity. Gilman 
began also to operate under the name, 
The Great Atlantic & Pacific Tea 
Company, in 1869. This was a new 
name rather than a wholly new institv- 
tion, since it did a similar business 
in an adjoining building and was 
administered by the same executives, 
George F. Gilman and his chief sub- 
ordinate, George H. Hartford. Gradu- 
ally the chain-store system outgrew the 
mail-order business in importance, and 
the new name superseded the old. 


41 The use of the name, Great Atlantic & Paciiic 
Tea Company, did not prevent imitation. Suci 
names as the Great Overland and Pacific Tea Cor 
pany, the Great Oceanic Tea Company and th 
Union Pacific Tea Company are encountered. It 
interesting to note that the Kroger Grocery & Baking 
Company, one of the oldest and largest of the grocer) 
chains, operated as the Great Western Tea Compan 
during the first 18 years of its existence. 


° 
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S Oth 
agains: AND-TO-MOUTH buying con- 
Teas tinues to present a problem 
bega -the manufacturer. For the 
ranch t 12 years attention has been directed 
Npan} nsistently toward its solution 
y, t iring any previous period of 
res fluctuation from depression 
using m and back again to depression. 
tod mouth buying appears to have 
Pacif me chronic, no longer indicating 
erica merely a passing phase of the depres- 
ner alady. While it is a minor 
blem in the array of questions which 
ns for ices business today, it is by no means 
fact gnificant; upon its solution depends 
ima for many enterprises the possibility of 
In ¢ ng profits with small total volume. 
tiona [he term hand-to-mouth buying has 


been loosely used. Sometimes 
rs to a lessening of the size and 
a few juency of forward orders; at other 
4 


to the fact that orders for 

fami mediate delivery are smaller in size 
lea vyhen compared with some previous 

n ird or average. Again, the dis- 
sti tu- tion is not always made between 
in e average size of orders received by 
Wa n and the number and proportions 
ives rders which fall into the smaller- 


sud- ze groups. Furthermore, there may 
adu- t marked differences between the 
orders and the size of shipments. 

anc Large orders may require delivery in 
hipments; on the other hand, 
tirely possible that orders placed 

e frequently may involve shipments 
those of an earlier-period. 


Su ree as 


Lhe Development of Hand-to-mouth 
Buying 
phenomena included in the 


thand-to-mouth buying are by 
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HAND-TO-MOUTH BUYING 
By HARRY R. TOSDAL 


no means new. Historical study shows 
that they have 
depression period of which we have 
record, and that they have been a 
source of complaint in all of the more 
recent periods of declining prices. Be- 
fore the Civil War, merchants were 
seldom visited by salesmen, mail-order 
buying was uncommon, and visits were 
made to market centers only infre- 
quently. The organization for produc- 
ing and marketing did not favor 
small-lot buying or cessation of pur- 
chase for future delivery. The length 
of time required for transportation 
necessitated the carrying of relatively 
large stocks and the placing of for- 
ward orders. Nevertheless, the phrase, 
hand-to-mouth buying, came into use 
at least 60 years ago to voice precisely 
the type of complaint which has be- 
come familiar to business men 
during the past 12 years.'! After the 
Civil War, complaints of hand-to-mouth 
buying became more noticeable, partic- 
ularly when the period of declining 
prices began in 1873, but in many 
trades forward buying continued to 
be important up to the World War. 
In dry clothing and 
related their 


appeared in every 


SO 


goods, shoes, 


merchants made 


lines, 


1A brief history of hand-to-mouth buying, based 
upon a study of the files of Hunt’s Merchants Maga- 
zine and the Commercial and Financial Chronscle and 
other sources, has been published by Dr. Leverett S. 
Lyon in Hand-to-mouth Buying. Washington, D. C.: 
The Brookings Institution, 1932. See also Copeland, 
M. T., “Marketing,” Recent Economic Changes, 
Report of the Committee on Recent Economic 
Changes, of the President’s Conference on Unem- 
ployment. New York: McGraw-Hill Book Com- 
pany, Inc., 1929, Vol. I, 321-424; and Harvard 
Bureau of Business Research Bulletin No. 56, Distri- 


bution of Textiles, pp. 172, 173. 
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purchases twice a year, in the spring 
and fall seasons, the fill-in orders being 
relatively unimportant. Even in the 
grocery trade there was a good deal of 
forward buying of canned goods, al- 
though the net advantage to the buyer 
not been satisfactorily demon- 
strated. Prior to the World War the 
problem had not become acute except 
in depression periods. 

The shortage of goods during and 
immediately after the World War tend- 
ed to accentuate forward buying and 
purchasing in large lots. The utiliza- 
tion of productive capacity for war 
purposes had left insufficient capacity 
for other purposes, and there was a 
scramble for particularly in 
1918-19. In order to get sufficient 
supplies, merchants and manufacturers 
inflated their orders, expecting that 
prevailing partial deliveries would give 
them no more in total than they wanted. 
The inefficiency of the transportation 
system increased the need for placing 
orders for relatively large amounts, 
while speculation in commodities during 
the rapidly rising price levels of 1917-20 
accelerated the tendency. The crash 
of 1920 revealed the true situation— 
inflated orders and large inventories, 
followed by heavy cancellations of 
orders and quantities of returned goods, 
bankruptcies and 


had 


goods, 


inventory _ losses, 
reorganizations. 
The one lesson which the depression 
of 1920-21 seems to have taught busi- 
ness is that concerning the dangers of 
excessive inventory—a lesson which was 
learned very expensively. While it 
was not the first period in which in- 
flated inventories had 
it was the first in which 
inventories bulked so large and appeared 
More striking has been 
for- 


caused losses, 


losses from 
so disastrous. 
the fact that 
gotten as rapidly as similar lessons have 


the lesson was not 
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An eminep: 
economist predicted about 1922 th; 
one year of good business would mak, 
executives forget all about the dange,, 


usually been forgotten. 


of forward buying and _speculatiy. 
commitments for commodities. |, 
spite of the fact that past experience 
supported his assertion, business me; 
did not forget the lesson, particularly 
with reference to finished commoditie; 
We entered the present period 
depression with relatively small stocks 
of finished goods. Losses on sy 
inventories appear to have been mu 
less important, relatively, than in th 
depression of 1920-21. The chang 
may be attributed in part to tw 
developments of the decade: the failure 
of commodity price levels to mov 
upward substantially, and the increas 
in the number of business executives 
who appreciated the business principle 
underlying turnover and size of stock: 
carried. But fully as important 
these were the conditions, favorabi 
to hand-to-mouth buying, which wi 
be discussed below. 


The Present Situation 


Relatively few extensive studies 
hand-to-mouth buying have been mad 
The amount of published data 
small and limited in scope. One 
compelled, therefore, in order to mak 
generalizations which have a bearing 
upon the problem of business men, t 
use, in addition to the published 
studies,? collected cases in the field of 
marketing and sales management, and 
observation. Although the facts are 


2In addition to the numerous articles in business 
publications, and the publications already mentione 
in footnote 1, the following published studies ha‘ 
been freely consulted: Hand-to-mouth Buying, a syn 
posium published by the Metropolitan Life Insuranct 
Company, New York, 1922; Bureau of Bu 
Research of Harvard University, Bulletin No. 82 
Distribution of Hard Fibre Cordage, (1927). 











, few conservative statements 
ventured. 
In numerous lines and for many 


ma I 
danger specific companies there has been a 
ulatiy ‘rend toward a larger proportion of 
es. |; il] orders, which may or may not 
2 accompanied by a greater 
S$ 1 number of large or very large orders. 
cular \cain, these large orders may not have 
dit volved large shipments. The _ in- 
lod in the number of relatively 


be connected with 


industry and 


rders is to 
asing scale of 

ilarly with the growth of large- 
tribution. 

Vhen have not been 


ilter the situation, firms selling 


measures 


customer lists are likely to 
to go % of 
y took represent 5% to 20% 


50% the orders 

ital business. 

\ growing proportion of orders 

nded to yield a gross margin 
the average cost of soliciting 
lling the orders. Part of these 
rne a gross margin less than 
erly allocable cost of solicita- 
handling. 
1. Forward buying of the older type 
ractically disappeared in some 
nd appears to have declined in 
ines in which it was important. 
[hese developments have had pro- 
effects upon management and 
blems. Obviously, the decline 
vard buying has enhanced the 
ty and risks of producing for 
rket. The manufacturer who 
ed against firm 
te production, employment and 
hase of materials more easily 


orders could 


th less risk than he can now when 
the business is for immediate 

The took 
orders from retailers had much 


wholesaler who 


surance in buying from manu- 


rers than when he began to find 
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it impossible to get retailers to make 
forward commitments. In the second 
place, the retailer has tended to shift 
the carrying of stocks and the attendant 
risks to the wholesaler. 
The wholesaler in turn tried to 
shift this service back to the manu- 
facturers, and frequently with success. 
Furthermore, with no advance orders 
by retailers, the wholesalers to a smaller 
and smaller extent make advance com- 
mitments which would enable the manu- 


costs and 


has 


facturer to arrange his schedules. 
Again, the increased number of small 
orders tends to increase the unit costs 
more 


of solicitation, since frequent 
calls and between-season trips have 
been required. Finally, the multiplica- 
tion of small orders and small shipments 
has operated to increase the unit cost 
of order filling and handling, of billing 
and invoicing, and of inventory. 
Hand-to-mouth buying has, therefore, 
created a series of acute problems. 
The reflected in rising 
marketing costs. 


situation is 


Conditions Favoring Hand-to-mouth 
Buying 

Is hand-to-mouth buying likely to 
While a definite answer would 
involve venturing into the field of 
prediction, it is fairly clear that the 
permanence of the practice will de- 
pend upon whether buyers continue 
conditions 


persist? 


to desire it and whether 
which favor hand-to-mouth buying will 
continue. A brief examination of these 
conditions may help us to arrive at a 
conclusion. 

First among the which 
favor hand-to-mouth the 
existence of attitudes of fear and cau- 
A depression period is one in 


conditions 
buying is 


tion. 
which the general attitude of uncer- 
future makes con- 
and . producers 


tainty as to the 


sumers, middlemen 
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hesitate to make commitments beyond 
those absolutely necessary. Declining 
prices contribute to this cautious at- 
titude—business men are disinclined 
to purchase when there are chances 
that inventories will lose in value. 
Not a few manufacturers who thought 
that the bottom had been reached in 
1931 have learned at great expense 
the cost of declining price movements 
in connection with forward buying; 
fabricators who purchased copper at 
7\o¢ are severely handicapped in com- 
petition with those who purchased it 
at 514¢. Political uncertainty, inter- 
national unrest and financial insta- 
bility aggravate attitudes of fear and 
caution. To a significant degree all 
of these factors are more influential 
at the present time than they have 
previously been within the memory of 
most business men. 

Secondly, business can be carried 
on today on a hand-to-mouth basis. 
During the past 10 years, as perhaps 
never before, retailers and wholesalers 
have been able to conduct their enter- 
prises without purchasing in large lots or 
without making forward commitments. 
A number of important developments 
have contributed to make this possible: 


1. Progress in manufacturing technique 
permits more rapid production of goods— 
this is both a cause and an effect of hand- 
to-mouth buying. The rapid change in 
the demand for small lots has compelled 
manufacturers to adopt more flexible 
organizations and policies; on the other 
hand, the possibility of getting small orders 
filled promptly has induced other buyers 
to purchase in small quantities. 

2. Another contributing factor has been 
the improvement’ in __ transportation. 
Small-lot buying did not reach serious 
proportions when transportation was slow 
and when embargoes were in force. Since 
i921 there has been a vast improvement 
in the speed and certainty with which 
freight is moved both by rail and highway. 


3. A third, but less important, facto, 
has been the increased speed and cop. 
venience of communication, particularly 
by telephone. 

4. The establishment of in-stock depart. 
ments and the carrying of spot stocks 3 
convenient locations by numerous many. 
facturers have made it increasingly possible 
to dispense with both forward buying and 
purchasing in large lots. When buyer 
demand prompt delivery of purchases j, 
small quantities, the carrying of stock 
becomes a competitive advantage which js 
adopted by one company after another 
The existence of such stocks, on the other 
hand, serves to increase the frequency and 
number of small orders. 


It is evident, therefore, that technical 
developments in manufacturing, trans- 
portation, communication and ware- 
housing have made it possible for 
buyers to dispense with forward pur- 
chasing and to purchase in relatively 
small quantities. 

A third major condition favoring 
hand-to-mouth buying has been the 
more intelligent effort of retail and 
wholesale buyers to secure turnover. 
The doctrine of rapid turnover advo- 
cated by various organizations has 
spread until it may have been carried 
beyond the point of maximum advan- 


tage. ‘To keep stocks small relatively 
to sales, purchases must be made 


frequently and in small lots. A serious 
question arises, however, as to the 
limits to which society benefits by 
using rates of turnover as a measure 
of business efficiency. There is some 
evidence that the attempts to keep 
stocks small and to purchase in small 
lots have been carried to an extent 
which increases rather than lowers the 
cost of distribution for the consumer. 

Lastly, the increased number of 
commodities, the increased variety and 
frequency of change of style and de- 
sign, and the multiplication of branded 
articles which stores are expected t 
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» Factor qry, have probably tended to split have been adopted to meet the diffi- 
x ‘sara > business units into smaller parcels. culties which hand-to-mouth buying 
icul; etail stores have not often con- has created. Considerable progress is 
depart strated on one or two brands of a_ to be recorded in the handling of small 
Ocks ay modity, but have endeavored to orders and small shipments, but little 
ane sry half a dozen or more brands. headway has been made in securing 
—— he surveys of the drug and grocery the return to former conditions with 
aa ‘rades made by the Department of respect toforward buying. Asa whole, 
ases Commerce have brought out clearly the desires of buyers and the conditions 
Stock the large number of brands carried, favoring prompt and immediate deliv- 
HICH it the net result of which has been to’ ery promise that the decline of forward 
= ease the total inventory for the buying will continue. Price induce- 
“yal hants. Closely connected with ments have been tried to persuade 
ese developments have beenthe rapid buyers to buy for future delivery, but 
anges of consumer demand during the with narrowing margins and declining 
nica st 15 years. Rapid change of style prices such price concessions have not 
rans- | rapid supersession of commodities generally been effective. Guaranties 
Ware- , newer commodities or designs have against price decline have not been 
reased the risk of deterioration or utilized during the present depression 
pur line in value, and have contributed any more effectively than in the previ- 
Vel} cautious and small-lot buying by ous depression. More important, no 
th retailer and wholesaler. shortage of goods, except occasionally 
ring [he conditions which favor hand-to- in narrow specialty lines, has inter- 
ul uth buying seem likely to continue. vened to cause buyers to place forward 
and hnical developments have proceeded orders. By and large, therefore, manu- 
ver en more rapidly in the last few years; facturers of consumer goods have been 
aVvO- t is more possible today to furnish compelled to accept the situation and 
has rompt delivery than when hand-to- to take measures to make frequent 
red ith buying began to be regarded as_ deliveries from stock on orders for 
ran n acute problem. The attitude of prompt shipment. Manufacture has 
rely ition is likely to remain with us’ hadtobe geared up to greater flexibility, 
ade en after the decline in business stocks have had to be maintained at 
_ nditions is checked and the upturn convenient points, and sales effort has 
om gins. ‘The severe lesson of the pres- been made continuous where heretofore 
depression will probably be more it was intermittent. The problems 
ur asting than the lesson of 1921. One _ of forward buying have therefore tended 
mt may find little assurance in anexamina~ to merge into problems of small-lot 
a ion of conditions to warrant the con- buying and small-lot shipments. 
al ision that hand-to-mouth buying will The measures which have been pro- 
ippear with the return of prosperity. posed and adopted may be classified 


business must, therefore, recognize and _ for convenience as follows:* 
the situation. am 
F , ’ . , 3 TI 1ief son ata for the compilation of the 
eting the Problem of Hand-to-mouth  ,, | The chiel source of data for the compilation.os the 
: sate list of measures has been the case collection of the 
e- B uying Harvard Graduate School of Business Administration 
, . ’ ; in the fields of marketing and sales management. 
‘umerous solutions have been pro- « Per 
: ee See also the sources enumerated above, foot I 
! and many different measures and 2. 
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A. Measures which are intended to 
bring about an increase in the average 
size of order or a reduction in the num- 
ber of smaller unprofitable or less 
profitable orders. 

B. Measures which are directed to- 
ward lowering the cost of soliciting 
or of handling orders so that losses may 
be decreased or profits increased on 
such orders. 

C. Measures which involve increased 
prices, charges or margins which will 
defray at least in part the extra cost of 
handling small orders. 

A more detailed discussion of these 
groups follows. 

Increasing the Size of the Order.— 
Cooperation with buyers, improved 
salesmanship and special inducements 
constitute the principal methods which 
have been used to bring about a rever- 
sal of the trend toward smaller orders. 
An enumeration of the measures which 
have been used by various firms illus- 
trates the wide variety of approaches 
to the problem. 


1. Price inducements have frequently 
been used in the hope that they will 
influence purchasing in large lots. Al- 
though low prices, quantity discounts, 
and advertising allowances as veiled price 
concessions for large orders may be offered 
and accepted, they may not achieve their 
several purposes because large orders, 
particularly to chain organizations, may be 
broken up into numerous small shipments. 
The converse of price inducements for 
large orders is the higher price or special 
charge sometimes made for sales in lots 
below a given minimum in order to dis- 
courage small purchases. 

2. The adoption of postdating or special 
credit terms has been used occasionally 
in various trades and frequently in some 
lines to induce purchase in relatively large 
quantities or for future delivery. 

3. The establishment of a minimum- 
size order (or the refusal to handle small 
orders which may be turned over to other 
agencies) is a direct approach to the 
problem. An example of the minimum- 





size order is the refusal of a certj, 
lubricating oil company to sell in less th, 
five-barrel lots. However, the rigid ~ 
forcement of such rules may lead to dif. 
culties where no sufficient differentiatio, 
is made between the fill-in orders of cys. 
tomers whose business as a whole ; 
profitable and regular orders of those whos 
business as a whole is not profitable. 

4. Close cooperation with retailer: 
wholesalers, and institutional and industria) 
buyers in maintaining their stocks so tha 
fill-in orders become unnecessary tends 
of course, to increase the average size o 
order. 

5. Less frequent solicitation of customer 
has sometimes been accompanied by a 
increase in the size of orders. Many mor 
instances of the contrary developmen: 
are to be encountered; more frequent 
solicitation has often had the effect of 
reducing the size of orders given. Some 
instances are also to be found in which 3 
decrease in the frequency of calls by sales- 
men has increased the number of small 
fill-in orders by telephone or mail; solicita- 
tion costs may thereby have been de. 
creased, but shipment costs have increased 

6. Confining solicitation of orders 
profitable or potentially profitable ac- 
counts, or to buyers who give sizable 
orders, has frequently been successful 
and is being tried by an increasing number 
of enterprises. Because the discontinu- 
ance of such relations has frequently not 
taken into account the turnover of cus- 
tomers and prospects, the effect of decline 
in volume upon manufacturing costs or 
the influence of such action upon the 
profitable customers, careless applicatior 
of the plan of discontinuing business rela- 
tions with clients who were unsatisfactory 
on some inadequate basis of calculation 
has led to difficulties. Customer analyses 
which have been made by various firms 
have usually revealed a small group 0! 
buyers who had never been profitable anc 
whose business was not potentially profita- 
ble to the seller. Discontinuance of er- 
pensive solicitation or cessation of al 
relations with these customers has occa- 
sionally had a surprising effect upon the 
profit showing of certain sales departments. 

7. The selection of a limited number 0! 
buyers, particularly retailers or whole 
salers, tends, of course, to increase the 
volume of sales of those selected, and by 
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Certair tion may bring about an increase small shipments, with accompanying costs 
erage sale to the exclusive or which are out of proportion to prices 
ler and likewise by those received. Detailed knowledge of the facts 
eir customers. and cooperation with buyers have been 

2 As effective as any of the measures found helpful. 
f cus. + mentioned has been the simple plan 2. An improvement and simplification of 
f y the facts before the retailer or order-filling routine is a second typical 
wh - buyer when an excessive number approach. Sometimes this has involved 


| orders or shipments have char- the application of mechanical equipment; 
ler } the customer’s buying practice, at other times, or concurrently, the reduc- 
1g the buyer’s cooperation in tion in the number of checkings and 
for mutual advantage a more inspection. Some of the techniques of 
arrangement of orders and _ production management and planning, such 
as time studies, have been applied to this 
Improved salesmanship by those so- Work in an endeavor to find simple and 
rders has frequently been the more economical methods of billing and 
reducing the proportion of small invoicing, filling and shipment of orders. 
increasing the proportion of Some firms have developed special routines 
rders of profitable size. An excessive for small orders; confusion in other cases 
small orders may well be the has made such special routines unsuccessful 

poor or careless salesmanship from the cost point of view. 
3. Occasional changes in the size and 


the result of any deep-rooted 3 1oné 
the part of the buyer to pur- types of shipping containers to meet newer 
n profitable quantities. conditions have resulted in substantial 
mpensation incentives or penalties savings, by reducing breakage or damage 
ut a larger ratio of profitable in transit and eliminating the necessity for 
been adopted by various breaking packages and expensive repacking 
1s a bonus for securing rela- in smaller lots. 
ders. and reduction or omis- 4. Companies with branch organizations 
nmission for orders below certain have sometimes reduced small-order costs 
Ds by shipping goods in carload lots to branches 
Che addition of lines or diversifica- from which small-lot shipments are made. 
lines by companies which have 5. The utilization of public warehouse 
ld only narrow lines of products, facilities for spot stocks has, under certain 
it possible on occasion for re- Conditions, permitted economies in the 
order in profitable quantities filling of orders as compared to earlier 
ntinuing to secure their desired practices of using owned or leased 
ckturn. warehouses. 

6. Reduction in the costs of solicitation 
ring Costs.—Indicating accept- has not infrequently been achieved by 
a - “,. better routing and planning of the sales- 

the situation are those efforts ee “g eage 
, ; men’s work. Managements have differed 
m at lowering the costs of jn the extent to which they have attempted 
ng and handling small orders. to train salesmen to plan their own work 
and to plan work in detail themselves for 
first and obvious means of re-_ salesmen in the field. 
he costs of filling small orders is 7. Changes in the sales program and 
lucing the number of shipments’ changes in the amount of personal solicita- 
I r the number of packages. The mainten- tion of certain customers or classes of 
idequate stocks may be required buyers have likewise sometimes resulted 
rders may be filled completely in smaller average solicitation costs per 
back orders involving separate customer or per dealer. 
may be eliminated. Again, 8. Another approach to the problem 
be exercised so that contract has been that of shifting the handling of 
themselves of satisfactory size, small orders to wholesalers or other 


Ive an excessive number of agencies who may be better fitted to 
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preform the service economically and 


effectively. 

Special Charges or Increased Prices.— 
The effort to make buyers pay for the 
small orders has 
achieved varying success. ‘The prin- 
cipal forms which this effort has taken 
are as follows: 


increased cost of 


1. Charging a higher price for small 
orders than is charged on the regular list 
for lots of medium and large size. 

2. A special charge for handling small 
orders, sometimes a percentage charge, 
sometimes a flat charge per order. 

3. A larger mark-up may be planned in 
order to cover the increased costs of hand- 
ling orders. Obviously the ability to 
obtain a larger mark-up in order to cover 
such costs is possible only under peculiarly 
favorable conditions of market control. 


Co nelu J 10 nS 


Each one of the methods enumerated 
for meeting the problem of hand-to- 


mouth buying has been the subject 





of controversy and discussion amon» 
executives. Differences emerge in sack 
discussions as to the probable effective. 
ness of the method as well as to ;; 
advisability from the viewpoint 

marketing policy. Few firms will fing 
any one measure fully effective: 

combination of several will common); 
be required in dealing with the prot 
lem. The business man _ seeking 
sound development will notice tha: 
some of the measures represent ep- 
deavors to perform the marketing func- 
tion more effectively and economically 
and therefore are defensible from | 
long-run point of view, while others 
are wholly or partly attempts to shift o; 
evade solution. Space forbids critica 
examination of each one. It may b 
sufficient at this time to point out that 
postponement, shifting or evasion 

the solution does not find justificatio: 
where there is so little assurance that 
hand-to-mouth buying will disappear. 
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EFFECTS OF GOVERNMENTAL REGULATION 
OF COMMODITY EXCHANGES IN 
THE UNITED STATES 
By HUGH B. KILLOUGH 


T 
i 


Futu 


Dealing in Commodities 


l is not necessary in considering the 
conomic functions of commodity 
ianges to emphasize the rdéle 
h risk-bearing has in industry and 
because this is a subject with 


PY ( 
CXC 


0S. 


ana 


} 


y 


hich every reader is familiar. Mar- 


risks grow out of unavoidable 
ertainties lurking in the intervals 


f time between purchase and sale of 


Risks of loss by fire, flood, 


| 


debt default are shifted in 


to organized risk-bearing agencies 
wn as insurance companies. Price 


‘¢s in the handling of some commodi- 


may be shifted in part to specula- 
who purchase and sell futures on 


ganized commodity exchanges. Fu- 


lealings of this sort are conducted 
this country in some twenty-four 


modities.} 


JYemand for these commodities is 
table, and supplies of them are even 


stat 


] 


cates 
h the world wheat crop and the 
1 States cotton crop have varied 


t 


le than demand. Chart I 


graphically the extent to 


f commodities that may be bought and 


rganized futures exchanges in the United 


+ 


iS | 


lows: wheat, wool, rye, barley, cotton, 


] 


seed oil, flaxseed, coffee, copper, pro- 


| ¢ 


eds, tin, eggs, rubber, molasses, cocoa, 


n, sliver, silk, oats, potatoes, butter. 


} 


9 


nized futures trading in other commodi- 


ed futures trading in grains and cotton 


nited States in 1859 and 1870 respec- 


n introduced since those dates. Futures 


tatoes, molasses and wool tops were 


1 the Chicago Mercantile Exchange, the 


‘offee and Sugar Exchange and the New 


Exchange, respectively, in 1931. 


397 


from year to year during the last 
quarter century. The world wheat 
crop, which is the dominating influence 
on the supply side of the wheat market, 
varies on occasions as much as 20% 
from one crop-year to the next. The 
American cotton crop which is the 
dominating influence on the supply 
side of the market for American cotton 
varies On occasions as much as 40% 
from one crop-year to the next. Sup- 


CuartI. Worip Wueat Crop Ann UNITED STarTeEs 
Cotron Crop, 1900-1931. 


3 


Wheat- Millions of Bushels 


plies of other commodities that are 
bought and sold on organized futures 
exchanges likewise vary from time 
to time by relatively large amounts. 
Fluctuations in prices of such com- 
modities tend to be greater than 
fluctuations in supplies because sup- 
ply is only one of a number ‘of 
forces that cause commodity prices 
to vary. 

A number of economists who have 
studied the functions of organized 


speculation in commodities at different 
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times and under varying circumstances 
concur in the following findings :? 


1. Hedging permits the shifting of a 
part of the risks of extreme price fluctua- 
tions from dealers and manufacturers to 
professional speculators. 

2. By arbitrage transactions, prices in 
different markets are prevented from 
drifting far from their relative positions. 

3. Futures trading and the news service 
incident to the operation of organized 
futures markets afford a continuous means 
for interested persons to follow market 
conditions. 

4. Futures dealing on organized com- 
modity exchanges performs these useful 
economic functions and is an institution 
which should be preserved. 


Recognition of the economic use- 
fulness of organized speculation does 
not necessarily imply, however, that 
the commodity exchanges, as now 
operated, have no abuses which tend 
to impair their usefulness. These in- 
stitutions may be as much subject to 
improvement as was the Model-T Ford 
of 1909. Inasmuch as price instability 
is necessary for speculative gains, eradi- 
cation of possible price-manipulating 
abuses, for example, may not be ex- 
pected to come spontaneously from 
within the membership of exchanges. 


Statutory Regulation of Commodity 
Exchanges 


Organized futures exchanges have 
for many years been the objects of two 
kinds of legislation. One type of legis- 
lation has been designed to abolish 


2 Among well known students of organized exchange 

perations who concur in the following findings are 
Emery, H. C., Speculation on the Stock and Produce 
Exchanges of the United States, New York, 1896; 
Hadley, A. T., Economics. New York:G. P. Putnam’s 
Brace, H. H., The Value of Organized 
Speculation. Boston: Houghton Mifflin Co., 1913; 
and Hoffman, G. W., Future Trading upon Organized 
ty Markets in the United States. lel pl 


Commodtit Philadelp} 
Press, 1932. 


Similar 
reached by the Commission ap- 


Sons, 1902; 






lia: 


University Pennsylvania 


conclusions were 


pointed in 1931 by the Canadian Government to 


the exchanges. The Hatch bill,® pro. 
posing a prohibitive tax upon 4jj 
futures contracts made in a specified 
list of commodities, including gray 
and cotton, passed the House and th 
Senate and all but became a Feder,| 
law in 1891. Since the 18g0’s one o; 
more bills looking to the abolition of 
futures dealings in commodities ha; 
been introduced in each Federal Cop. 
gress. One of the last of such bills 
appear in the Federal Congress was 
introduced in 1932 by Congress. 
man Carl Vinson in the last session of 
Congress; it was designed to prohibit 
purchase and sale of cotton and grain 
futures where delivery was not in- 
tended. Similar legislation has been 
introduced in state legislatures. These 
prohibitory types of bills for the regula- 
tion of commodity exchanges have, 
throughout history, tended to be most 
numerous in years of business depres- 
sion. Fortunately, attempts to pass 
legislation of this character have not 
to date been successful. 

A second type of legislation has 
attempted to prohibit possible abuses o! 
organized speculation without serious|} 


hampering its performance of useful 


economic functions. For convenience 
in treatment, this second 
legislation may be subdivided into tw 


categories, viz., state legislation and 


Federal legislation. 
The most significant achievement 


states in the way of eradicating abuses 


connected with or related to commodit} 


speculation has been the prohibition of 
the so-called bucket-shop dealing. ‘The 
ways of bucket shops are many. In 





inquire into Grain Futures; Sir Josiah Stamp was 
All of these investi- 


ther 


Chairman of this Commission. 
gators were well trained economists, and no 
group of equally well qualified students of the su 
has presented contrary findings. 


3 House Bill 5353, Congressional Record, 51st Con- 


gress, 1st and 2nd Sessions. 
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they sponsor some form of 
on price changes without 
n of bona fide transactions 
futures or in spot markets.‘ 
hree-fourths® of the states have 

; at the present time passed specif- 
the purpose of prohibiting 
perations of bucket shops. State 
rities have had the active support 
ranized exchanges in enforcing 
nti-bucket-shop laws. Bucket 

re a menace to legitimate fu- 
trading, inasmuch as they en- 
a wasteful sort of gambling 
tinct from productive risk-taking 
ilation; they incite widespread mis- 
rstanding of the economic func- 
futures dealings, and thus tend 
reate public antagonism to the 
e system of organized exchange 


he most important Federal laws af- 


¢ organized commodity exchanges 
the Cotton Futures Act passed by 
‘ress in 1916, and amended from 
to time since that date,® and 
Grain Futures Act passed by 
rress in 1922 and upheld by a 


ipreme Court decision in 1923.’ 


The Cotton Futures Act 


he contract employed for futures 
g in cotton provides for optional 


Iny 


A bucket shop is not a part of an organized 
The proprietor of a bucket shop simply 


s against his patrons on the good old theory that 


lic is wrong more than half the time. Also the 
charged a commission for the privilege of 
If the market goes against the bucket-shop 
tor, he folds up his tent and the place knows 


S 


*Hoffman, G. Wright, Future Trading upon 


s1zed Commodity Markets in the United States. 
hia: University of Pennsylvania Press, 1932, 


Regulations of the Secretary of Agriculture under 
n Futures Act, Service Regulatory Announce- 
t No. 124, U. S. Department of Agriculture, May, 


foard of Trade cf the City of Chicago v. Olsen, 226 
1, decided April 16, 1923. 
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delivery of any one of a number of 
grades of cotton. Inasmuch as the 
quality of the cotton crop and demands 
for different grades vary from time to 
time, any arbitrarily fixed scale of 
price differences established for con- 
venience in settling futures transactions 
will not accurately reflect market prices 
at all times. The Cotton Futures Act 
provides for adjustment of prices for 
the different grades of cotton tendered 
on futures contracts in accordance with 
market values determined by cash 
transactions in spot-cotton markets. 
Specifically, its purposes are as follows 3% 

(1) To require classification, according 
to fixed and uniform standards, of cotton 
delivered in settlement of futures contracts. 

(2) To require that price differentials 
above and below the basis grade of cotton, 
which is delivered on futures contracts, 
be actual commercial differences pre- 
vailing in spot-cotton markets. 

(3) To prevent the delivery on futures 
contracts of inferior or unmerchantable 


cotton. 

(4) To prohibit delays in the fulfillment 
of futures contracts resulting in delivery 
beyond the month of maturity. 


In order to accomplish the foregoing 
purposes of the Cotton Futures Act, 
the Division of Cotton Marketing of the 
Bureau of Agricultural Economics pro- 
vides for government grading of cotton 
for delivery on futures contracts and 
supervises the collection, currently, 
of spot-cotton prices in ten markets for 
use in settling grade differences in- 
volved in consummation of futures 
deliveries.° 
8 Annual Report of the Chief of the Bureau of 
Agricultural Economics, June 30, 1932, p. II. 

9 All tenders of cotton on futures contracts and 
settlement therefor must be made in accordance with 
the classification of such cotton made under the regu- 
lations of the Secretary of Agriculture. Boards of 
Cotton Examiners are maintained at the various 
futures-contract delivery points, and the classification 
by such Boards of any cotton intended for delivery 
on futures contracts is final except that such classifi- 
cation may be once reviewed at the request of either 
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Administration of the Act is generally 
believed to be beneficial in at least 
two important respects: (1) it facilitates 
more accurate interpretation of quality 
specifications and of price quotations 
and thus reduces the hazards of buying 
and selling; (2) it contributes to pur- 
chase and sale of the different grades 
of cotton at prices which more nearly 
reflect actual conditions of demand and 
supply. ‘Through the Cotton Futures 
Act, Congress did not undertake to 
regulate the amount of futures trading 
on organized exchanges or even to 
analyze the effects of futures trading 
upon price variability. 


The Grain Futures Act 

Futures Act of 1922 is 
fundamentally different from the Cot- 
ton Futures Act of 1916. The Grain 
Futures Act was designed to open the 
grain exchanges to the sunshine of 
public understanding or, as one Con- 
gressman put it, “to take the mystery 
out of grain futures, and to prevent cer- 
tain alleged abuses.” Specifically, the 
purposes of the Act were as follows: 


The Grain 


(1) To obtain for the use of Congress 
and the enlightment of the public, authentic 
and comprehensive information regarding 
trading in grain futures. 

(2) To prevent dissemination by boards 
of trade or their members of false or 
misleading reports concerning crop or 
market information or conditions that 
affect the price of grain. 

(3) To prevent the misuse of facilities 
of grain-futures exchanges in ways which 
result or tend to result in “sudden and 
unreasonable fluctuations in prices” or in 
the cornering of grain. 

(4) To make the contract markets open 
markets for producers by preventing the 


the deliverer or the receiver of the cotton on the con- 
tract.—Section 5, U. S. Cotton Futures Act, as 
amended. 


U.S. Department of Agriculture, Report of Grain 


Futures Administration, September 9, 1924. 


arbitrary exclusion of properly formed a; 
conducted cooperative associations of — 
ducers engaged in the cash grain busines 
which act for their members on a patronage. 
dividend basis. 

(5) To limit trading in grain future 
to boards of trade located at termin, 
cash grain markets where there are avail. 
able official inspection service and satis. 
factory grain-marketing conditions. 


What has the Grain Futures Admip. 
istration accomplished? What can | 
accomplish : ? 

Activity Number One.—In order 
achieve the first objective, i¢., 
remove the mystery from grain futures, 
the Secretary of Agriculture is author. 
ized to secure, through properly ap. 
pointed representatives, reports from 
members of grain exchanges showing 
the net positions, “‘long”’ “short,” 
of accounts carried by each clearing 
member of every futures grain ex- 
change. Should an exchange membe 
refuse to comply with requests fo 
information under this ruling, the Secre- 
tary of Agriculture in conjunction wit! 
the Secretary of Commerce and th 
Attorney General of the United States 
may close the exchange to which the 
offending member belongs. Clothed 
with this authority, the Grain Futures 
Administration has collected a great 
mass of statistical information showing 
from time to time the net “long” 
“short” positions of particular specula- 
tors and particular groups of specula- 
tors. Some of this information, ¢.¢. 
statistics of volume of futures trading 
in grains, size of open commitments, 
prices, etc., is published for those wh 
wish to analyze it. 

In addition to publishing pertinent 
data bearing upon speculative transac- 
tions, the Grain Futures Administra- 
tion has analyzed these data in relatio! 
to price movements of grains at par 
ticular times and over particu 
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Let us examine a few sample Space does not permit even a hasty 
lusions."! review of all of the work which has been 
.e of the earlier studies concerned done by the Government in exploding 
age-old complaint that trading in fancied evils of futures dealings and in 
, futures resulted in “turning over” discovering real ones. However, space 

soor10otimes. The findings will permit brief reference to two 
other directions ofinvestigation. First, 

the three-year period 1921 to What of the “sheep” which are regularly 

average ratio between the volumes shorn by bear speculators? One stu- 
dent of the subject summarizes a 

14.96 for wheat, 5.19 for rye, widely held belief as follows: 

ax, 1.76 for corn, and 1.57 for ’ 

As a general rule, the exchanges reflect 
volume of futures trading in Prices based upon supply and demand 
several times as great as the very well so long .as_trading is largely 

; confined to professional and experienced 
but not 100 times as great nor 50 traders. However, as soon as the “ public” 
as great. Furthermore, accord- gets into the market they are easily 
the Grain Futures Administra- influenced by propaganda and rumors. 


consideration of the volume of he “public” generally gets in on the 
‘“ ; rise of the market and is likely to carry 


- 
.— oe ee ere = mislead- the price far beyond the statistical position 
because the volume of trading in of the commodity. Near the bottom of a 
, futures represents “turnover” of declining market the little fellows are often 
ts, not turnover of grain. But forced out through sale on stop-loss orders 


tract 
of this subtle distinction between With a result that the price sinks below the 
statistical position of the commodity." 


ver of contracts and turnover of 
Does not the great volume of The foregoing statement is an opinion 
itures dealings tend to depress cash based upon experience, but not sta- 
rices of wheat? This brings us to tistically verified. Painstaking exam- 
her conclusion drawn not from the jnation of the statistics gathered, 
air by the magic of an armchair analyzed and published by the Grain 
hilosopher but from arduous com- Futures Administration lends statistical 
risons of supplies and prices both of weight to the foregoing conclusion in 
tual grain and of futures contracts: some instances. For example, between 
Changes in the futures market are not February 11, 1925, and February 28, 
es of changes in cash prices. Both 1925, May, 1925, wheat rose about 22¢ 
and futures prices in their broad move- . lakel Between March 2 and April 
are regulated by the same funda- ; 
ental information, but because the facili- 3+ May, 1925, wheat declined about 
for obtaining this information have ©5¢ a bushel. The rise appears from 
built around the futures market available data to have been accom- 
fect is first apparent in the futures panied by an inordinate increase in 
t and then in the cash market." *‘oeneral public” open commitments on 
ting what are believed to be representative the “‘long”’ side of the market which 
17 bulletins published between May, were liquidated after the price broke. 
24, and May, 1932, were examined, as was also __,,, . - 
These data are not conclusive proof of 


p. cit. supra, footnote 5. 
it., footnote 10, pp. 36-37. 
S. Department of Agriculture, “Grain Trading 
the Cash Grain Market,” Circular No. 201, withheld. 
3 15 Senate Document No. 135, June, 1926, p. 44. 


14 By request, the , his information is 


1932, p. 32. 
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the foregoing assertion, however, be- 
cause the phenomena did not repeat 
themselves in 1926, and because the 
seem to indicate that the 
“general public’”’ traders buy when 
prices are declining as often as they 
buy when prices are rising.” 

Grain producers and Congress de- 
mand to be informed as to what causes 
such changes in commodity prices in 
seemingly normal times, not to mention 
the more extreme price changes which 
occur in periods of general business up- 
heaval. Are commodity price changes 
within the crop year caused by varia- 
tions in conditions of world supply 
and demand during short periods, by 
uninformed speculation of “general pub- 
lic’ traders, by manipulation on the 
part of large speculators, or by some 
combination of these three factors? 
This is the kind of information the 
Grain Futures Administration is getting 
at statistically in so far as price-making 
forces can be statistically measured. 
Dissemination of such information per- 
forms at least three valuable services. 

In the first place, general under- 
standing and appreciation of the func- 
tions of organized exchanges, made 
possible through the activities of a 
government agency and students who 
employ government data, otherwise 
unavailable, are the best possible in- 
surance against hasty and uninformed 
legislation designed to destroy the 
value of the exchanges. In the second 
place, dissemination of accurate in- 
formation will tend to broaden the 
usefulness of the exchanges by making 
their usefulness known to greater num- 
bers of potential users. In the third 
place, a body of accurate information 
“operations” on futures ex- 


statistics 


concerning 


%U. S. Department of Agriculture, Technical 
Bulletin No. 79, September, 1928, pp. 12 and 13, and 
Department Bulletin No. 1479, March, 1927. 
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changes will facilitate the minimizip 
of possible abuses. 

Activity Number Two.—The second 
activity of the Grain Futures Adminj, 
tration, viz., prevention of the dis. 
semination by boards of trade or thei; 
members of false or misleading reports, 
is the kind of a safeguard for public 
interest to which little legitimate objec. 
tion can be raised. The less it js 
necessary to exercise policing authority 
of this kind the better for all concerned. 
Reports of the Grain Futures Adminis- 
tration indicate that assistance has been 
given the Post Office Department and 
the Department of Justice in eradicat- 
ing fraudulent schemes to mulct the 
credulous public and that a number of 
complaints have been made alleging, 
among other things, transmission by 
mail and telegraph of misleading and 
false information tending to affect the 
price of grain.” 

Activity Number Three.—The third 
provision of the Grain Futures Act is 
designed to prevent misuse of facilities 
of grain-futures exchanges in ways 
which result or tend to result in “sud- 
den and unreasonable fluctuations in 
prices.”” Authority to act vigorously 
under this provision has, to date, been 
held more or less in abeyance, and in al! 
probability should continue to be so 
until more definite evidence of manipv- 
lation is forthcoming. The Grain Fu- 
tures Administration has vigorously 
sought to determine whether price- 
manipulating practices exist upon the 
grain-futures exchanges. Some rather 
convincing statistical evidence indicat- 
ing that the operations of one particular 
class of speculators on organized grain 
exchanges tend to maximize price varia- 


tions occurring within short periods 





7 U. S. Department of Agriculture, Annual Repor' 
of the Grain Futures Administration for the yea 
ended June 30, 1929, pp. 10 and 11. 
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{time has been released. The find- 
os were based upon extensive analysis 
‘ buying and selling of large specula- 
rs and price movements which ac- 
mpanied or followed the transactions. 


By “large speculators” is meant those 


Whi t 
2 million bushels of a single month’s 
itures within a single day. Con- 
sions from a number of studies of 
nature that have been conducted 
the Grain Futures Administration 
rm in general to the following 


to have bought or sold as much 


tatements: 


Professional speculators may be di- 
d roughly into two groups: 


Those who trade on the basis of 
| appraisement of present and pro- 
conditions affecting supply and 
1, without at the same time trading 
, manner or with aids designed to aug- 
r artificially hasten the market 
expected. These have been con- 
is belonging to what might be 
‘the constructive group.” 
- who trade largely on the basis 
b ps and faith in their 
through heavy trading to bring 
nporary market conditions of 
may take advantage to make 
[heir operations and presence in 
ket are distinctly destructive re- 
f whether their operations serve 
prices up or down. . . . Instead 
ng a “long” or “short” position 
irket in the light of fundamental 
ditions [efforts of these traders] 
ted to creating a technically weak 
ndition, either buying the market 
high ground or selling it down and 
taking advantage of its disturbed 


ychology 


\s a means of counteracting manip- 
ive activities of this kind, the 
rain Futures Administration has rec- 


mmended that a limitation be placed 


ie exchanges themselves upon the 


of lines, “long”? or “‘short,”’ that 


"Senate Document No. 136, 69th Congress, 1st 


, 1926, p. 5. 


may be accumulated by a single specu- 
lator or group of speculators who act 
collectively, and upon the extent of 
buying or selling within a day by partic- 
ular speculative traders or groups of 
traders who act collectively. An al- 
ternative suggestion, made by a specu- 
lator, whose name need not be divulged, 
is to limit the amount of price change 
which may occur in any one day upon a 
grain exchange without automatically 
causing the exchange to be closed.” 
Whether the blame for erratic prices 
should rest with the uninformed traders 
or with the shrewd professional specu- 
lators is not an easy question to answer. 
Sufficient information upon which to 
base safe and sound legislative measures 
for curbing the activities of undesirable 
types of speculation without at the 
same time nullifying or curtailing useful 
functions of “constructive” speculation 
has not, in the writer’s opinion, as 
yet been secured. However, continued 
study of this aspect of futures dealing 
would seem to be highly desirable from 
the points of view of all interests in 
the grain markets except, possibly, 
those of a few large speculators whose 
activities are believed to churn prices 
up and down in a manner unjustified 
by changing information concerning 
conditions of supply and demand.?! 


U. S. Depar ( f Agr 5 ative 
Transactions Ma 1926, Wheat I ti D ar 
ment Bulletin, No. 1479, pp. 42 and 4 

A similar suggestion i] I Gral 
Futures Administrati é ( ati 
ze of lines and ex f elling witl 
a single day by large ecula Department 
Bulletin, No. 1479, March, 1927, p. 42 

21 This whole question of manipulation of grain 
prices is related to the long-standing quest f 
whether futures dealings in commodities have a price- 
leveling infl lence A nun i er of investigat ns of the 
subject have been mad ;. 2 Boyle’s study, 
Wheat Prices for Eighty-one Years, published in 1922, 
shows that the average seasonal range of wheat prices 
during the period 1841-1860, was 17¢ as compared 
with a range of only 9¢ for the period 1871-1913; 
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Activity Number Four.—The fourth 
activity of the Grain Futures Admin- 
istration, viz., the opening of contract 
markets to cooperative associations of 
producers, should serve as a medium 
for arbitrating disputes between organ- 
ized grain farmers and organized grain 
traders and should thus serve to fore- 
stall destructive legislation inspired by 
farmer votes against organized ex- 
changes and their constructive activi- 
ties. The meager and _ inconclusive 
evidence that is now available does not 
justify a conclusion as to the probable 
success of the activities of the Grain 
Futures Administration in this capacity. 

Activity Number Five.—The last ac- 
tivity, viz., limitation of trading in grain 
futures to boards of trade located at 
terminal cash-grain markets, where 
official inspection services and satis- 
factory grain-marketing conditions are 
available, appears to be accomplishing 
its purpose in a satisfactory manner.”? 





the first period was before organized futures trading 
in grains began in the United States. Boyle’s con- 
clusion is that futures trading lessens price fluctu- 
ations. However, lack of comparability of the two 
periods takes much of the force from this conclusion. 

Other studies comparing price variabilities of 
certain commodities, bought and sold on organized 
futures exchanges during a given period, with prices of 
dissimilar commodities for which futures markets did 
not exist during that period, have shown least vari- 
ability for the commodities with futures markets. 
However, these comparisons also are open to question 
on the ground that conditions of production and 
marketing for crops like onions and apples, not bought 
yn organized exchanges, are so different from those of 
crops like the grains and cotton, as to destroy the 
significance of the comparisons.—See Orderly Market- 
ing, a pamphlet sponsored by the Minneapolis 
Chamber of Commerce, 1923. 

22 Grain futures were bought and sold in 1932 upon 
the following exchanges: Chicago Board of Trade, 
Chicago Open Board of Trade, Minneapolis Chamber 
of Commerce, Kansas City Board of Trade, Duluth 
Board of Trade, Milwaukee Grain and Stock 
Exchange, Hutchinson Board of Trade, St. Louis 
Merchants Exchange, Portland Grain Exchange, 
Seattle Grain Exchange, Omaha Grain Exchange, 
New York Produce Exchange, Los Angeles Grain 


Exchange 


Costs of Administering the Futures Ac, 


The average cost of administering 
the Grain Futures Act for the period 
July 1, 1923, to June 30, 1932, was 
approximately $120,000 per annum, 
The cost has not exceeded $194,000 {o; 
any one year.”*> Expressed in anothe; 
way, the annual expenditure for admin. 
istering the Grain Futures Act ha 
amounted on the average to less than 
one-thousandth of one cent per bushel 
of grain futures traded on all of the 
contract markets coming under super. 
vision of the Act. The aggregate cash 
income of farmers from the sale of grain 
crops in which there is important fu. 
tures trading was more than half 2 
billion dollars in 1930. This volume of 
trade is of sufficient magnitude t 
justify large expenditures for its possible 
improvement. 

The cost of administering the Cotton 
Futures Act is approximately $45,000 
per annum.** In addition to the main- 
tenance of an office and staff at Wash- 
ington, D. C., the Cotton Futures 
Administration maintains field offices 
in New York City, Norfolk, Charleston, 
Savannah, Mobile, New Orleans, Hous- 
ton and Galveston, which are on a 
self-supporting basis. 

Administration of this Act is believed 
to have increased the degree of hedge 
protection afforded to spinners by 
futures trading, and to have contrib- 
uted to purchase and sale of different 
grades of cotton at prices which more 
accurately reflect actual conditions oi 
demand and supply. 

That part of the cost of administer 
ing the Cotton Futures Act which 1s 
borne by tax payers, v7z., the $45,000 
per annum referred to in a foregoing 


23 Data supplied by the Grain Futures Admini 
tration. 

24 Data supplied by the Division of Cotton Market: 
ing, Bureau of Agricultural Economics. 
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— saragraph, is small in relation to the 
z magnitude and the far-reaching rami- 
Stering MM cations of this country’s cotton trade, 


ad the fees charged traders for certi- 


2, Was Seation of cotton are moderate in 
Anum n to the services rendered. 
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noth General Conclusions 

admin 

tha :. Organized futures exchanges have 
$ than rtant functions to perform and 
bushe should not be hampered by public 
of th gulation in the economical perform- 
super nce of such functions. It is not sound 
€ Cash policy to destroy a machine or an 
‘Brat nstitution which is doing a necessary 
nt f b, at least until a thoroughly tested 
lalf a and improved machine or institution is 
me ol ready to take over the functions of the 
le t d one. 

ssible 2. The principal acts of state govern- 


ments, for the regulation of commodity 
otto trading on organized exchanges and 


5,000 elated activities, have been designed 
nain- exterminate bucket-shop gambling. 
Vash is a constructive type of public 
Cares gulation. It appears to be achieving 
ffices ts purpose reasonably well. 
stor 3. The principal acts of the Federal 
lous- Government for the regulation of or- 
mn a ganized commodity exchanges are the 
Cotton Futures Act and the Grain 
eved Futures Act. Administration of the 
edg ts in question has contributed to in- 
Dy lental improvements in the function- 
tr ng of organized commodity exchanges 
rent vithout seriously affecting their basic 
nore ctivities. Furthermore, the costs of 
iS Ol idministering these acts do not appear, 








GOVERNMENTAL REGULATION OF COMMODITY EXCHANGES 


I 


We 
Ww 


in the light of their accomplishments, 
to have been exorbitant. 

4. Many of the bills for the regula- 
tion of commodity exchanges which 
have from time to time been introduced 
in the Federal Congress have been less 
constructive in intent than the Cotton 
Futures Act and the Grain Futures 
Act and would in all probability, if 
passed, have destroyed the exchanges 
or seriously hampered them in the 
performance of necessary marketing 
functions. 

5. A conservative and sound policy 
toward the exchanges consists of long 
and comprehensive analysis and study 
before attempts be made through legis- 
lation to improve their activities. 

6. It is to the interest of all parties 
concerned, that a body of information 
about futures markets and futures 
trading be developed which would be 
comparable with those already devel- 
oped in the fields of transportation, 
money and banking, public finance, 
insurance, etc. The task of properly 
fitting such a body of knowledge about 
futures markets, their functions and 
their operations, into our changing 
patterns of economic reasoning is one 
that cannot be accomplished without 
access to more factual data than are 
now available or than can be made 
available by the unaided efforts of 
individual students. The Government 
has, therefore, an important function 
to perform in the assembling and 
dissemination of information about or- 
ganized commodity markets. 

















CHARACTERISTICS AND PROCEDURE OF 
COMMON-STOCK SPLIT-UPS' 


By JAMES 


VERY period of business prosper- 
ity and bullish security markets 
produces its quota of stock divi- 

dends, privileged subscriptions, and 
stock split-ups. The post-war decade, 
however, is unique in that it popular- 
ized for the first time the use of the 
Split-ups appeared with 
increasing frequency throughout the 
decade, reaching almost flood propor- 
tions during the hectic boom years of 
1928 and 1929. The stock market 
crash of October, 1929, with its ensuing 
bear temporarily at least, 
terminated the orgy of stock-splitting, 
and this event affords an opportunity to 
review the practice and its effects. 


latter device. 


market, 


The Problem and the Data 


Despite the frequency with which 
these split-ups appeared and the casual 
way in which they were accepted by 
stockholders, very little authentic in- 
formation concerning the practice is 
available. Aside from occasional brief 
articles in financial journals? and some 


} 


1The original list of companies, from which the 
data of this article were obtained, was compiled 
xy Mr. Max Fichtenbaum, Assistant Registrar of 


the University of Texas, in the preparation of an 
unpublished thesis for the Master of Business Ad- 
ministration degree. The thesis, under 
the writer’s supervision and representing an attempt 
‘“‘price effect”? of common-stock 


prepared 


determine the 

lit-ups, was an unusually creditable piece of work. 

2 For example, Thorne, J. W., ““What Happens to 
Stocks After They Are Split-up,” The Magazine of 
Wall Street, Vol. 39, pp. 314-15; White, W. R., 
“Popularity of Stocks Increased by Recent Split-ups,” 
Forbes Magazine, Vol. 23, pp. 78-79; “‘Avalanche of 
Stock Dividends; Market Value of Stock Split-ups,” 
Vol. XI, No. 5; Madden, J. T., “‘Present 
Financial Calls for Reversal of Stock 
Split-up Movement,” The Annalist, Vol. 38, p. 262. 


> ’ 
B arronm S$, 


Situation 


C. DOLLEY 


few bulletins published by investmey; 
houses,* literature on the subject js 
virtually nonexistent. This article 
based upon a case study of 174 recen; 
stock splits, represents an attempt t 
supply some part of this deficienc, 
by describing in some detail the actua| 
procedure involved in splitting stock; 
and undertakes to evaluate the result: 
realized from the practice. Consider. 
able emphasis has been placed, in this 
study, upon the “price effect”’ of split- 
ting common shares. 

To accomplish this purpose, it wa: 
necessary to collect data relative to a 
large sample of actual split-ups. This 
sample was obtained by taking all 
the common stocks listed on the Nei 
York Stock Exchange as of December 
31, 1930, and attempting to trace ba 
the record of each stock as far as 
December 31, 1920. All stock splits 
found to have occurred in this decad 
were carefully recorded and constitut 
the cases upon which this study 
The sample was confined t 
stocks listed on the New York Ex- 
change, partly because it was thought 
that such procedure would includ 
most of the major corporations whic! 
have made use of stock splitting, anc 
partly because better price quotations 
were available for listed stocks. Bot! 
Poor’s Manual and Moody’s Manua 
were consulted for histories of the listed 
stocks. Price quotations were take! 
from the New York Times. 


based. 


’For example, the Weekly Stock and Commodi 
Review of May 12, 1931, of Lamborn, Hutchings anc 
Company; and the Investment Surveys, Nos. 34, 39 
and 42, published by Frazier, Jelke and Co. 
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claimed that the sample 
represents a complete cover- 
these listed stocks for the period 
1921-1930. In many cases, the 
is failed to report stock histories 
entire decade. Other split- 
ibtless, were inadvertently over- 
checking through the stock 
is. Some difficulty was experi- 
in distinguishing between stock 
is and stock split-ups, because 
nuals often reported a stock 
nd as a split-up and vice versa. 
rreater difficulty was encoun- 
in attempting to separate the 
from the numerous re- 
‘oe ipitaliza tion plans involving a multi- 
mn th plication of shares outstanding. ‘The 
is finally constituted, included 
174 split-ups. Of these, it proved 
le to secure the necessary price 
ns on 79 stocks, chiefly because 
res were not listed on the Stock 

nge at the time of the split-up. 
In order to secure data concerning 
‘dure employed in effecting the 
as well as other incidental 
tion, a detailed questionnaire 
ed to each of the corporations 


lit-1 Ds 
i 4 uy 


was split up and quoted 
time of the split. <A total of 111 
juestionnaires, some concerning 
Ry. nquoted stocks, were sent out, and 63 
more or less complete, were 
Needless to say, the response 
licitation was most gratifying. 
that the breadth of the sample 
. and the care with which data 
“a were collected warrant 
reneralizations as to the practice 
splitting. 


rather conclu- 


Characteristics of Stock Split-ups 


A + ] 
1 CK 


split-up may be defined as a 
ication of the number of shares 


which the existing common-stock 
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capital account is divided. ‘The essen- 
tial characteristic of the split-up is 
that both the common-stock capital 
account and the surplus account remain 
unchanged by the process, while the 
par or nominal value of the common 
shares is reduced. So far as the indi- 
vidual stockholder is concerned, his 
aggregate equity in the corporation 
remains precisely the same as before 
the split, but this equity is now repre- 
sented by a greater number of smaller 
unit shares. 

The split-up should be clearly dis- 
tinguished from the stock dividend and 
from the various methods of changing 
corporate capitalization through 
creasing the par or nominal value of 
common The stock dividend 
capitalizes a portion or all of the sur- 
plus account and transfers it to the 
common-stock capital account. Like 
the split-up, the stock dividend leaves 
the aggregate equity of the individual 


de- 


shares. 


shareholder unchanged, merely increas- 
ing the number of shares into which 
that Unlike the 
split-up, however, the stock dividend 
effects a change in both the surplus and 
the capital 
while the par or nominal value of 
common share remains unchanged. 

The following hypothetical illustra- 


equity is divided. 


common-stock accounts, 


each 


tion will render this distinction clear. 
Suppose a company with the following 
set-up: 


Debenture bonds $100,000 
Preferred stock ($100 par) 50,000 
Common stock ($100 par) 300 , O00 
Surplus 350,000 
\ : *k =}; > } ‘ oO} Co r 
J stoc Split-up, exchanging two 
new common shares of no-par value 


for each old share of $100 par value, 
would both the 
capital account and the surplus account 
The 


outstanding, 


leave common-stock 


unchanged. number of common 


shares however, would 
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double, increasing from 3,000 to 6,000, 
and, necessarily, the par or nominal 
value per share would decrease from 
$100 to $50. ‘The capital set-up after 
the split would appear as follows: 


Debenture bonds $100,000 
Preferred stock ($100 par) 50,000 
Common stock (6,000 no-par shares) 300, 000 
Surplus 350,000 


On the other hand, a stock dividend 
of 100% would involve the transfer of 
$300,000 from the surplus to the com- 
mon-stock capital account. The com- 
mon shares outstanding would increase 
from 3,000 to 6,000 and the par value 
persharewouldremain$100. Following 
the stock dividend, the capital set-up 
would be more materially changed: 


Debenture bonds $100,000 
Preferred stock ($100 par) 50,000 
Common stock ($100 par) 600 , 000 
Surplus 50,000 


Both processes result in halving the 
old book value per common share, 
reducing it from $216.66 to $108.33, 
and in doubling the number of shares 
held by each stockholder. 

The stock split is to be carefully 
distinguished also from the practice of 
changing corporate capitalization by 
some multiplication of the common 
shares outstanding. For example, a 
corporation might offer to exchange 
three new $25 par-value shares for each 
old $100 par-value share. This pro- 
cedure, although it triples the number 
of common shares outstanding, obvi- 
ously is not a true split-up since it 
results in transferring one-fourth of the 
common-stock capital account to sur- 
plus. Reverting tothe preceding hypo- 
thetical illustration, the process would 
affect the capital set-up as follows: 


Debenture bonds $100,000 
Preferred stock ($100 par) 50,000 
Common stock ($25 par) 225,000 
Surplus 425,000 


HARVARD BUSINESS REVIEW 


Presumably the $75,000 transferre; 
to surplus would be employed to mee 
operating losses, to reduce asset valys. 
tions, to pay liquidating dividends, ¢, 
to build up a depleted surplus accoyp; 
This procedure should not be confuse; 
with a true split-up, but rather should 
regarded as a form of recapitalization: 

Nor does the practice of exchanging 
old shares for new shares on a share-for. 
share basis constitute a split-up. The 
Goodyear Tire and Rubber Company. 
in 1921, exchanged one share of new no. 
par-value common for each share 
old $100 par-value common outstand. 
ing. Whether such procedure affect; 
the common-stock capital account or 
not, it can not be termed a split-uy 
since no multiplication of shares js 
involved.°® 

The practice of splitting stocks has 
been confined almost exclusively t 
common shares. Preferred stocks could 
be split-up just as easily, and some 
few instances of such splitting were 


‘Much more frequently, a write-off of capital is 
accomplished by reducing the number of outstanding 
common shares in a predetermined ratio. This 
practice, often erroneously termed a “reverse split, 
has become increasingly popular with American 
corporations during the past two years. Thus, the 
stockholders of the Electric Bond and Share Con- 
pany on March 22, 1932, approved a plan whereby 
one new share of common stock with a par value of 
$5 was to be issued in exchange for each three old 
no-par-value common shares which were carried at 
a nominal value of $10 per share. The exchange 
involved the transfer of approximately $123,000,00 
from the common-stock capital account to surplus 

5 Prior to 1930, this practice was employed chief} 
to effect a transfer from par-value to no-par-value 
shares, or vice versa. ‘The Goodyear Tire and Rubber 
Company exchange in 1921 is a case in point. Since 
1930, however, the practice has been generally used 
to write off capital. Thus, the stockholders of the 
Barnsdall Corporation on March 22, 1932, voted t 
exchange one new share of $5 par-value stock for 
each old $25 par-value share of Class A and Class B 
common stock outstanding. The process involved 


the transfer of $45,175,580 from the common-stoc! 
capital account to surplus, where much of it was u 
in writing down the value of corporate assets. 


sec 
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Except in rare cases, however, 
ilt to discover any advantage 
poration which could be 
ym splitting its preferred 
Issues of preferred stock are in 
es relatively small in aggre- 
int and, since they are gener- 
.ased for investment account, 
shares are far less actively 
ded than the junior securities. Fur- 
exception of some few 
le and participating issues, 

market values of preferred stocks 
rarely rise far above parity or liquidation 
\s a rule, therefore, the reduc- 
preferred-stock market values 
ups could not be expected to 
materially the trading in a 
ed issue nor to effect a much 
shares among 


| 


with the 


listribution of 

It is not uncommon, however, to 
corporation with two or more 

sses of common stock outstanding, 
x the senior as well as the junior 
Thus, the American Tobacco 

in 1924 and again in 1930, 

Class A and Class B 
n on a two-for-one basis. Like- 

se, the Liggett and Myers Tobacco 


th its 


Company in 1923 split both its Class A 
923 sp 


l 
! Class B common on a five-for-one 
vasis. Occasionally but one class of 
n stock will be split. ‘The Porto 
Rican American Tobacco Company in 
1930 split its Class A common two for 


example, the Pacific Gas and Electric Com- 
tive January 3, 1927, split both its 6% 
ferred and its common stock in the ratio of 
ne, reducing the par value of both issues 
share to $25. According to the 
the object in splitting the preferred was to 
wider distribution of the stock among small 
This result might reasonably have been 

e the preferred stock issue was quite 
0,000 authorized) and, further, since 
Pacific Gas and Electric Company had for some 
vigorously pushing a customer-ownership 


blocks of 


cr ner 


volving the sale of small 


k to consumers. 
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one, but did not disturb the nominal 
value of its no-par Class B common 
shares. Included in the sample of 174 
split-ups upon which this article is 
based, are six splits of senior common 
stocks, five of which were accompanied 
by similiar split-ups of the junior com- 
mon issues. 


The History and Classification of 
Split-u ps 


The practice of splitting-up common 
stocks is decidedly a post-war develop- 
ment. A casual survey of the leading 
corporations listed in Moody's Manuals 
revealed very few stock splits prior to 
1919, being discovered before 
1915.’ 

The Commercial Credit Company, in 
April, 1915, split its common stock 
four for one, reducing the par value 
from $100 to $25 per share. The 
Kelly-Springfield Tire Company, in 
February, 1916, split its common stock, 
exchanging four new shares of $25 par 
value for each old share of $100 par 
value. The Owens-Illinois Glass Com- 
pany carried into effect a similar split- 
up in 1916. Later in the same year, 
the Firestone Tire and Rubber Com- 
pany split its stock on a ten-for-one 


none 


basis. 

Beginning with the year Ig19, how- 
ever, split-ups became increasingly fre- 
quent. As of December 31, 1930, 837 
common stocks were listed on the New 
York Stock Exchange. Acareful check- 
ing of the records of these stocks as 
reported in Moody’s and Poor’s manuals 
revealed that 150, or 18% of the total 
number, had been split once or oftener 
during the decade 1921-1930. Of these 


seeming shortage of 


7The explanation of this 
early split-ups is probably to be found in the com- 
of reported corporate 


rather than to the actual 


parative incompleteness 
histories prior to 1920, 


absence of splits. 





tw 
U 


-) 


150 stocks, 22 had been split twice 
during this period, and one, that of 
Hamilton Watch Company, had 
split three times. The latter 
company, together with the General 
Motors Corporation apparently won 
the stock-splitting championship by a 
comfortable margin.® 


1 
tne 


been 


TasBLe I. CLassiryING THE SAMPLE OF 174 Stock 
Spiit-ups AccorpinGc To INDUSTRIES 





i 
| Number! Per Cent 


Industry | of Split- | of Total 


ups Number 
\ tive 7 4.2 
Building materials 4 3.3 
Chemicals 8 a6 
Electrical e juipment 5 2.8 
I ance, investments, insur- 
rance I F& , 
I d 17 9.5 
Household eq - 4.2 
Machinery 7 4.2 
Mining I 5 
Office « ent 3 7 
Oil and ref 9 c.% 
Rail 3 1.7 
Rail ad ¢ | ent 12 6.9 
Real estate 3 ..7 
Retail stor 18 10.3 
Steels 9 5.1 
Toba 16 9.2 
Ut ¢ 16 9.2 
Misce lane s 19 I ) 
Tota 174 1 





\ wide variety of industries was 
represented in this sample of 174 splits 
as is indicated by Table I. The pre- 
ealed 


. 
llexamiunat 


’ The first checking of the sample stocks rev 
225 apparent split-ups, but a more caref 
f the corporate balance sheets indicated that 51 


these either definitely were, or probably were, 
7 
recapita!l 


The Hamilton Watch Company split its comm 


zations 


tock two for one in 1921, two for one in 1928, anc 
again two for one in 1930. General Motors Corpora- 
tion split its common stock ten for one in 1920 (this 


split is not included in the sample of 174, as it occurred 
1921), reverse split one for four in 1924, 
1927, and again split two and one- 


two for one in 


ull tor one in 1929. 
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ponderance of industrial stocks ip the nd bullist 
sample is to be expected in the light Of ie ch it fo 
legislative restrictions on the earning; vould be ex] 
of railroad and utility companies, which ; business 
tend to prevent excessively high marker tock prices 
values of such shares. The compara- 
tive absence of bank stocks, the Cor, The Pr 
Exchange Bank and Trust Compan [he pro 
being the only representative of that -nlit-up us 
group, is partly the result of statute steps: the ; 
establishing minimum par values {o, rd of | 
bank shares but chiefly results becaus ckholder 
very few bank stocks are listed on th, are 
New York Stock Exchange. late by th 
Classifying the 174 split-ups accord. 7 ge ¢ 
ing to the years in which they occurred certif 


reveals an astonishing correlation wit} wed 1S 
the general level of business activity. 








very ase 
as is indicated by Table II. If th re encol 
€ O 
Taste II. Ciassiryinc THE SAMPLE oF 174 St - 
Spiit-ups ACCORDING TO THE YEARS IN Wuicy cimbials. 
THey Occurrep [he pro 
aoe k issue 
Number of Per Cent of rate | 
Year Split-ups Total Number: 
gular OF 
ats —— LV In 
| ar 
1921 2 | 1.2 lirect 
1922 14 8.1 1 the 
1923 17 9.8 . wi 
1924 12 6.9 , 
1925 14 | 8 1 e ot t 
1926 22 12.7 iT ther. 
1927 17 9.3 posal b 
1925 22 13.3 
1929 38 | 21.9 takes the | 
| —- 
95° 15 5.7 nd the 
a +] ‘ 
iat ng the a 
Total 174 I ) ate 
t K and. 
by changi 
number of stock splits occurring When thi 


year were charted together with index 
of business activity and stock prices, 
this correlation would become exceed- 


rmal res 


s subsequ 


ingly evident. Even the relative "The Ame 
slight business recessions of 1924 al aaa nig 
1927 are reflected in the infrequencies et i 
of split-ups. Apparently, the practic ve from ti 
of stock splitting is to be regarded naa “ 


per share 


prosperit) 


concurrent with business 
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ish security markets, from 
llows that reverse splitting 
expected to accompany periods 
depression and declining 


Procedure of Stock-splitting 
cess of effecting a stock 
isually involves five distinct 
approval of the split by the 
directors, approval by the 
lers, amendment of the corpo- 
ter, setting of an exchange 
the directors, and the actual 
of old share certificates for 
rtificates. The procedure fol- 
by no means uniform in 
and occasional split-ups 
untered which omit one 
f these steps, as is pointed 

juently. 

project of splitting a common- 
ssue is always initiated by the 
te board of directors, either at a 
or at a special meeting of that 
In many instances, doubtless, 


lirectors are requested to recom- 


the split by individual stock- 
who wish to reduce the unit 
the shares for one reason or 
Approval of the split-up 

| by the directors almost always 
e form of a formal resolution to 
the corporate charter by increas- 


+ 


he authorized shares of common 


nd, where the split-up requires, 


anging the par value of the shares. 


f 


this procedure is followed, the 


il resolution to amend the charter 


sequently submitted to the stock- 


American Bank Note Company, in a letter 
holders dated October 30, 1925, advising 

a proposed stock split-up, states: ““A con- 
number of the stockholders of this Company 
m time to time suggested that it would be 
t and desirable that the par value of the 
k be changed from $50 per share to 


” 


nare, 





ae 
tv 
- 


holders for their approval or rejection. 
At times, however, the directors merely 
vote to submit the split-up proposal 
to the stockholders, postponing their 
adoption of a formal resolution to 
amend the charter until after the 
stockholders have taken action. Of 
the 50 questionnaire replies received 
concerning this point, 11 indicated that 
this latter procedure was followed. 
In six cases, the directors adopted the 
formal resolution to amend the charter 
on the same day during which the 
stockholders’ meeting was held. In 
the remaining five cases, the directors 
did not take formal action until some 
days after the stockholders’ meeting, 
in One instance not until two months 
later." 

Immediately following the action of 
the directors, a printed notice is mailed 
to the shareholders advising them that 
this subject will be considered at 
a forthcoming stockholders’ meeting. 
This letter carries a statement of 
the proposal or a copy of the resolution 
to amend, together with an announce- 
ment of any other business to be con- 
sidered at that time, and is always 
accompanied by a proxy form. In 
many instances, but by no means 
always, the letter of notification sup- 
plies some general reasons for advocat- 
ing the split-up. The interval between 
the directors’ decision to recommend 
the split and the date of the stock- 
holders’ meeting varies widely. Of 
the 48 questionnaire replies received 
concerning this interval, 15 indicated 
an interval of three weeks or less, 17 of 
11The directors adopted a formal resolution to 
amend the charter in the case of the General Motors 
Company split of 1927, two days after the stock- 
holders’ meeting; in the case of the General Motors 
split of 1929, 25 days later; the Interlake Iron Corpo- 
ration split of 1926, two days later; the National Tea 
Company split of 1925, 28 days later; the Tide Water 
Oil Company split of 1925, 63 days later. 





- 
te 
te 


about one month, 13 of about two 
months, and 3 of three months or 
longer.’? The longer interval can be 
expected usually where the proposal to 
split is placed on the agenda of the 
next regular meeting of the _ stock- 
holders; the shorter intervals, where 
special meetings are called to consider 
the project. 

At the meeting of the stockholders, 
the recommendation to amend the 
charter so as to permit the split is 
adopted or rejected. As the average 
stockholder regards a stock split as a 
sort of “melon cutting,” it is probable 
that the split-up proposal is rarely 
rejected. Since the corporation laws of 
most states require a substantial major- 
ity of the voting shares, usually two- 
thirds or three-fourths, to approve a 
charter amendment, it is necessary for 
the corporate secretary to secure a 
large number of proxies, which at 
times occasions some delay. 

The stockholders having approved 
the split-up, it is then necessary to 
file with the proper official of the in- 
corporating state a certificate of amend- 
ment to the corporate charter.'’ In 
some Cases, an amendment to a corpo- 
rate charter requires approval of the 


12 The shortest interval reported was 13 days in the 
case of the Public Service Corporation of New Jersey 
split in 1923, and the National Tea Company split 
in 1925. The longest intervals reported were the 
Columbia Gas and Electric Corporation split of 1929, 
go days; the National Biscuit Company split of 1929, 
113 days; and the Pacific Gas and Electric Company 
split of 1926, 89 days. 

‘SA stock split-up almost 
amendment of the corporate charter, because the 


always necessitates 
split in practically every instance involves an increase 
in the number of common shares outstanding beyond 
the limit then authorized. The charter 
amendment, therefore, merely increases the number 
of common shares authorized and, where such is 
required, restates the par value of the shares. In 


usual 


the event that a corporation proposes to s] lit no par 
shares into no-par shares and has already authorized 
enough common shares to provide for the split, no 


charter amendment would be necessary. 
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legislature of the incorporating state 
The Rossia Insurance Company fe. 
ported that such approval was required 
in connection with both of their recep; 
split-ups, since Connecticut law pro- 
vides that all changes in the insurance. 
company charters issued by that State 
shall be effected by act of th 
legislature. 


The Exchanging of Stock Certificate; 


Within a few days after the charte; 
has been amended, a printed letter js 
mailed to the stockholders advising 
them of that fact and also stating th; 
date, which has been determined } 
the directors, after which the old share 
certificates can be sent in for exchange. 
This letter usually carries detailed 
instructions as to the procedure to b 
followed in effecting the exchange, a 
well as any limits which may hay 
been set for the exchange period, 
penalties which may have been estab- 
lished for failure to return the old 
certificates. In addition, the letter js 
accompanied by a blank form which is 
to be filled in by the stockholder and 
returned when sending in the old shar 
certificates for exchange.!4 

The interval between the 
holders’ meeting and the _ exchang 
date varies widely. Of the 52 question- 
naire replies received concerning this 
interval, 16 indicated that the exchang 


stock- 


date was within one week of the stock- 


holders’ meeting, 11 indicated intervals 
of about two weeks, 5 of about thre 
weeks, 2 of about four weeks, 5 of abou‘ 
five weeks, 4 of about six weeks, an 
g of more than six weeks." 


ups do not involve the return and cancellation of th 
old certificates. 

With the Public Service Corporation of Ne 
Jersey split of 1923, and the Borden Company 5 
of 1925, the exchange date coincided with the dat 
of the stockholders’ meeting. The longest inter 


4 As will be pointed out shortly, some stock split- 
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the event that the split-up has 
m no-par to no-par stock, it is 
always necessary that the old 
certificates be called in and 
lled. In such cases, unless the 
of the stock certificates must 
ged, it is possible for the corpo- 
to allow the stockholders to 
ain their old certificates and for- 
rd to them new certificates rep- 
eI the proportionate number 
iditional shares to which they are 
tled by the split-up. This pro- 
closely resembles the payment 

ck dividend and obviates the 
labor of exchanging and cancel- 

he old certificates. Of the 55 
orations reporting as to this prac- 
_7 indicated that additional certifi- 
shad been issued to the stockholders 
the old certificates left in their 


. ir) 
shia 


is the usual practice, when the 
ertificates are called in, for de- 
ive new certificates to be issued in 
hange. Note also that, in many 


a split-up of the common stock 
ssitates the exchange, not only of 
id common-stock certificates but 

preferred-stock certificates as 


directors, in the great majority 
's, set no limits within which the 
nmon-stock certificates must be 
nged. Of 45 questionnaire re- 
ceived concerning this point, 


is that in connection with the Chesapeake 
Railway Company split of 1930, where the 
Iders’ meeting was held on December 3, 
xchange date was July 31, 1930. 


was done in the case of the American Com 
Alcohol Corporation split-up of 1929, the 

Investment Trust Company split-up 
he General Electric Company split-up of 


Interlake Iron Corporation split-up of 
International Business Machine Corpora- 

f 1926, the McCall Corporation split-up 
nd the Timken Roller Bearing Company 


! 1929 
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only 5 indicated that an exchange limit 
had been set.” In these 5 instances, 
the period established for the exchange 
of certificates ranged from 13 days in 
the case of the S. S. Kresge Company, 
to 103 days in the case of the Libby- 
Owens-Ford Glass Company. When 
definite limits are not set, the stock- 
holders are merely urged to exchange 
their old certificates as soon as possible. 


Penalties for Failure to Exchange 


The more frequent practice, appar- 
ently, is not to provide penalties for 
failure to exchange the old certificates. 
Of the 46 corporations reporting as to 
this point, 28 indicated that no penal- 
ties whatever were provided for such 
delinquency. In these cases, the stock- 
holders who had failed to exchange their 
old certificates were considered by the 
corporation to be the owners of the 
proportionately greater number of new 
shares and were permitted to vote and 
receive dividends on the basis of the 
new shares to which they were entitled. 
Thus, the Canadian Pacific Railway 
Company, in connection with its split- 
up of 1930, stated: “. . . on October 
2, 1930 (the exchange date), every 
person holding a share or shares of $100 
par value, was deemed to be the holder 
of the same aggregate amount of stock 
divided into shares of $25 par value and 
was so registered.” 

In the remaining 18 cases which were 
reported, penalties of some sort were 
established for failure to exchange old 
certificates. The Ohio Oil Company, 
in its split-up of 1930, set no penalties 
but warned the stockholders that the 

17 Such limits were set in the cases of the Great 
Western Sugar Company split-up of 1922, the S. S. 
Kresge Company split-up of 1926, the Libby-Owens- 
Ford Glass Company split-up of 1929, the Lima 
Locomotive Works, Inc., split-up of 1922, and the 
Procter and Gamble Company split-up of 1929. 
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lirectors might at their discretion sub- 
When 
provided, penalties usually take the 
| rights or the 
ing of dividend payments, or 


equently establish 


penalties. 


loss of voting 
[n 12 cases, it was provided that 
the dividends would be withheld in the 


event that the old certificates were not 


Taste III. 


Glass Company split-up of 1929 pr. 
vided that all stockholders’ rights w, 
be suspended after the exchange |}; 
It is interesting to note that. of he 
five split-ups where definite exchano 
limits were established, one, the Gora 
Western Sugar Company split-uy 
1922, provided no penalties wha 


INDICATING THE Rapipity witH Wuicu Op CERTIFICATES Wer; 


EXCHANGED FoLLow1inc CERTAIN CoMMON-STOCK SPLIT-UPS 





Approx. Num.| Num. 





Bocheone | Penalties | of Shares Shares N 
Corporatior aa Estab- | Outstanding Exchanged 
lished Prior to | by Oct. re 

Split 1932 

American Brake Shoe & Foundry Apr. 24, 1927 Divs. held 157,000 128 
American Snuff July 24, 1929 None 110,000 | 2,672 
Borden Apr. 15, 1925 None 243,000 | 226 
Border Apr. 25, 1929 None 1,252,000 | 5,102 

Chesapeake and Ohio July 31,1930 | Lossofvote} 1,486,000 19,97 
Columbia Gas and Electric Apr. 5, 1929 Divs. held 3,373,000 1,§21 
Commercial Solvents Oct. 16, 1929 None 222,000 2 
Cudahy Packing Nov. 11,1926 | None 213,000 2 

du Pont Jan. 21, 1929 Divs. held 2,811,000 
General Motors Sept. 15,1927 | Divs. held | 8,700,000 $7 
General Motors Jan. 7, 1929 Divs. held 17,400,000 168 
Interlake Iron Corp May 20, 1926 Divs. held | 95,000 
Libby-Owens-Ford Glass July 26, 1929 All rights | 360,000 2¢ 
suspended | 

McCall Corp... Jan. 22, 1926 None 54,000 2 
Ohio Oil Aug. 27, 1930 None 270,000 37, 633 
Pacific Gas & Electric Jan. 43, 1927 None 481,000 | 45,597 
Sears Roebuck May 1,1926 | None 1,005,000 | 25 
South Porto Rico Sugar 1927 None 112,000 243 
Tide Water Oil July 9, 1925 None 500,000 | 68 
Union Tank Car Jan. 3, 1930 | Divs. held | 314,000 | 106 
United Fruit Apr. 15, 1926 None | I ,000,000 47 





returned by a certain date. In three 
cases, loss of voting rights was the only 
penalty.'® In two cases both dividends 
and voting rights were withheld after a 
certain date.'"® The Libby-Owens-Ford 

'8'This was done with the Chesapeake and Ohio 
Railway Company split-up of 1930, where loss of 
voting rights was provided after February 2, 1931; 
with the Lima Locomotive Works, Inc., split-up of 


1922, where it was provided that loss of voting rights 


would ensue after the limit of exchange; and with the 
American Ice Company split-up of 1927. 

‘9 These penalties were established in the case of 
S. S. Kresge Company split-up of 1926, and of the 
Procter and Gamble Company split-up of 1929, both 
being effective after the exchange limit. 





ever for failure to exchange the 


certificates. 


The penalty of withholding dividends 


on unexchanged old shares after 


certain date does not mean that 


negligent stockholders forfeit these divi- 


dends. In every case reported, it wa 
stated that these dividends were ¢ 
clared on the basis of the new shares t 
the 
and dividend checks made out acc 


which stockholder 


ingly. 
mailed, the fiscal agent being instructe 





was entitled, 


However, these checks were not 
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the checks until the old stock 
had been properly ex- 
In no case was interest 
n these accumulating divi- 
The interval between the 
late and the’ withhold- 
lividends on the old shares 
om two weeks to one year. 
provision was that the 


juarterly dividend would be 


to holders of the new share 


difficulty is always experienced 
ing the return of the old share 
ates for exchange. Most of the 
tificates are exchanged promptly, 
are always a few stockholders 
negligent or careless. Often, 
some of the old certificates 
up in litigation and cannot be 
ed readily until they are re- 
the courts. In most cases, 
re, the old stock certificates con- 
be returned for exchange 
it a period of several years fol- 
the split-up. Not infrequently, 
ration finds it advisable to 
the holders of unexchanged 
s from time to time, urging 
return the certificates for 
Table III, opposite page, 
upon scattering questionnaire 
iffords some idea of the rapidity 
ich the old certificates are 
It is interesting to note that, 
nalties were provided for failure 
inge the old certificates, particu- 
were withheld 
such being currently 
the old certificates were returned 
re promptly. 


hen dividends 
were 


ke Iron Corporation, in its split-up 

led that dividends would be withheld 

The American Car and Foundry 

-d no penalties in connection with 

925, but subsequently announced that 
ild be withheld after July 1, 1927. 


Transfer and Fractional-share 
Problems 


The actual process of effecting the 
exchange of old certificates is com- 
paratively simple. The stockholders 
are usually supplied with form letters 
addressed to the transfer agent, upon 
which their old certificates are to be 
listed. ‘This letter together with the 
old certificates is then sent to the 
transfer agent, who issues in exchange 
certificates for the proportionate num- 
ber of new shares to which each stock- 
holder is entitled. Unless some of the 
shares represented by the old certifi- 
cates are to be transferred to a new 
owner, it is the general practice not to 
require that the old certificates be 
endorsed. 

In case a stockholder requests that 
the new certificates be issued in another 
name, 1.¢., if he has sold or assigned his 
share to a new owner, it is of course 
required that the old certificates thus 
assigned shall be properly endorsed. 
This means that such certificates must 
be endorsed in accordance with stock- 
exchange requirements, and, further, 
that the old stockholder must remit the 
required Federal and transfer 
taxes. It is interesting to note that 
these transfer taxes must be paid on the 
basis of the new shares transferred if 
the sale or assignment occurred sub- 
sequent to the date on which the stock- 
holders authorized the split-up. 

Rarely does a split-up involve the 
problem of fractional shares, since most 


state 


split ratios are in terms of whole num- 


bers. Apparently, three general meth- 


ods of handling fractional shares are in 


use. The first method is exemplified 


by the procedure employed in handling 
the du Pont split-up of 1928, in which 


three and one-half shares were ex- 


changed for one old share, and in 








handling the R. J. Reynolds Tobacco 
Company Class A split-up of two and 
one-half for one in 1929. In both of 
these half-share warrants were 
issued to stockholders owning odd num- 
bers of old shares, and the stockholders 
were advised either to sell the warrant 
in the market or to buy another half- 
share warrant sufficient to make up a 


Cases, 


whole share. If the latter practice 
was followed, the shareholders could 
remit the half-share warrants to the 


transfer agent in exchange for whole- 
share certificates. ‘The warrants car- 
ried no stockholders’ rights, and no 
time limit was specified for the exchange. 

The second method of handling frac- 
tional shares was illustrated by the 
Commercial Investment Trust Com- 
pany split-up of two and one-half for 
one in 1929, and the Columbia Gas and 
Electric Company split-up of two and 
one-half for in the same year. 
Both of these corporations provided 
that half-share warrants would be is- 
sued to holders of odd numbers of old 
shares. Stockholders accumu- 
late warrants and exchange them for a 
proportionate number of whole-share 
certificates up to December 31, 1929. 
After this date, the corporation could 
sell in the market the shares represented 
by the unexchanged warrants and dis- 
tribute the proceeds pro rata to the 
The Commercial In- 
carried no 


one 


could 


warrant holders. 
vestment Trust warrants 
stockholders’ rights, but the Columbia 
Gas and Electric Company warrants 
provided for accumulated dividends up 
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to December 31, 1929. The lat: 
warrants actually were sold about Jany. 
ary 10, 1930, at $30.505 and this sur, 
together with 5o0¢ accumulated diy;. 
dends, was deposited with the Banke: 
Trust Company of New York againe 
the surrender of each warrant. _ 
The third method of handling fra. 
tional shares was exemplified by th 
General Motors split-up of two ané 
one-half for one in 1929, and 
National Biscuit Company split-up o} persons, O 
two and one-half for one in the sa; working | 
year. Both of these corporations pro. 
vided that no fractional-share warrant; 
were to be issued, but that stockholder: cate that 
entitled to half-shares might buy or 1s on th 
sell half-shares through the corpora. nts. Th 
tion, not more than one half-share 9% ot suppor 
being thus handled for each stockhold 
Stockholders entitled to half-shares wer fits tota 
requested to indicate their desire 1 f their | 
buy or sell one-half share at the time oj ipon us | 
returning their old certificates for ex- me is 
change. In the General Motors split itabhy 
up, it was provided that the purchas no way b 
or sale price would be one-half of th: t relievit 
closing bid price for the new stock a e shiftec 
quoted on the New York Stock Ex- vhen we 
change the day prior to receipt of t! periods of 
order to buy or sell. In case of a s to bear it 
order, the proceeds of the sale wer 
remitted to the stockholder. In t! The Thee 
case of a purchase order, the sto 
holder was billed for the purchas Unemp 
price, and a whole-share certificat vice most 
issued to him on receipt of his check g the fi 


21 A continuation of this study will be present 
subsequent issue of the HARVARD BUSINESS REVIEV 





MAKING 


BOOMS BEAR 


THE BURDEN OF 


RELIEF—SOME FINANCIAL IMPLICATIONS 


OF 


By SUMNER H. 


HE annual income of the United 
States is running at least 30% 
1929. About 11 million 

, or one-fourth of the country’s 
ng population, are unemployed 
n even larger number are working 
Sample studies indi- 
each unemployed person 
average about 1.3 depend- 

his means that the burden 
rting one-fourth of the coun- 
rking population and one-sixth 
tal population who are deprived 
usual source of income falls 
at a time when the national 
only 70% of the boom level. 
bly the question arises: Is there 
by which the financial burden 
ving cyclical unemployment can 
d from periods of depression, 
we are least able to bear it, to 
f boom, when we are best able 


rt time. 


ry of Unemployment Reserves 


mployment reserves are the de- 
st frequently proposed for shift- 


inemployed from depressions to 
But would reserves of the 
usually suggested really effect 
ter of the burden? At first 
t might appear that they would. 
rves would be accumulated 
main during booms, when pre- 
ceipts exceed benefit payments, 
would be disbursed during 


when benefit payments 


UNEMPLOYMENT RESERVES 


SLICHTER 


exceed premium receipts. But closer 
examination of the operation of unem- 
ployment reserves raises doubt as to 
whether they would really shift the 
financial burden from depressions to 
booms. The test of whether a trans- 
fer has been achieved obviously must 
be whether the community as a 
whole has more purchasing power 
during depressions than it would other- 
wise possess. Unemployment reserves 
would, of course, increase the pur- 
chasing power of the unemployed. 
This, however, would be accomplished 
in the main by selling securities in 
which the reserves were invested. The 
unemployed would have more to spend, 


but the buyers of the securities would 
have less, and the community as a whole 


would have the same.’ 
This, however, is not all. 
serious is the possibility that reserves 
of the usual type, instead of effecting 
a transfer of purchasing power from 
booms to depressions, would do pre- 
cisely the opposite—that they would 
accentuate inflation during boom pe- 
riods and deflation during depressions 
and thus would increase the varia- 
tions in the community’s purchasing 
power between booms and depressions. 
Credit becomes inflated during booms 
(that is, it expands faster than the 
needs of production) partly because 
interest rates rise too slowly relative 


Far more 


the | 


1'To some extent, of course, th 
purchased with bank credit. To thi 


would be a gain in the community 








The accumulation of un- 
employment reserves during booms 
would cause interest rates to rise even 
more slowly than they do now, be- 
cause it would increase the volume 
of funds seeking investment in interest- 
bearing securities. Even more serious, 
it is said, would be the effects of unem- 
ployment reserves in periods of depres- 
sion. At these times, benefit payments 
would exceed premium receipts, and 
it would be necessary for the trustees 
of the reserve funds to sell some of their 
securities. These sales, it is asserted, 
by increasing the general volume of 
liquidation at the very time when 
liquidation is greatest, would cause 
prices to drop even more precipitously 
than they do now. 

Doubtless it is true that the adoption 
of unemployment insurance plans by 
only a few states would not materially 
affect the money market. But since 
such plans can give the needed protec- 
tion to the unemployed only incase they 
are adopted by all states, it is desira- 
ble to inquire what would be the finan- 


to profits.? 


of unemployment 
reserves on a national scale. Must we 
accept the conclusion that unemploy- 


cial consequences 


ment reserves would tend to accentuate 
inflation during booms and deflation 
during depressions? And if so, is there 
no way of counteracting this tendency? 
Better still, is it not possible to con- 
struct unemployment reserves in such 
that they 
instead of accentuating, inflation and 
that 
transfer purchasing power from booms 


a manner would check, 


deflation and so they would 


to depressions? 


* The criticism that unemployment reserves would 
accentuate business cycles is sometimes based on a 
rather naive form of the theory that cycles are pro- 
d In this form the criticism is 


luced by oversaving. 


not worthy of consideration. 
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Why Reserves Might Accentuate Busing, 
Cycles 

To begin with, let us examine th 
contention that unemployment 
serves would tend to accentuate ins. 
tion during booms and deflation during 
depressions. First of all, would th 
accumulation of unemployment rr. 
serves accentuate inflation durin 
booms? The limit of credit expansio; 
is fixed in the main by reserves 
commercial banks. The volume 4g 
bank reserves, however, would not bx 
affected by the accumulation of unem. 
ployment reserves. If it were not, ther 
the accentuated lag in interest rate; 
would simply mean that the expansio; 
in credit during booms would probabl; 
occur more quickly, but that it woul 
be no greater, and that booms would 
be sharper and shorter, but would ¢ 
no longer than in the absence of unen- 
ployment reserves. 

To this reasoning there are ty 
objections. In the first place, many 
booms do not reach the limit set by 
banking reserves; they are arrested, 
before they go that far, by maladjust- 
ments within the economic 
which cause business enterprises 1 
postpone commitments and which set 
in motion a process of deflation. But 
if booms were stimulated by a greater 
lag in interest rates and were, i 
consequence, accompanied by more 
violent speculation and greater opti- 
mism, a larger proportion of ther 
would break through the conditions 
which now tend to arrest them and 
would go the full limit set by banking 
reserves. In the second place, it 
probably not true that the accumula 
tion of unemployment reserves would 
have no effect upon bank reserves 
The purchase of securities for the re- 
serve funds, by supporting the pric 
of bonds and by making their yield 


systen 
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interest rates, 
the banks to sell 
quantities of their bonds to 
reserves for the expansion of 
ial loans.* In this way the 
lation of unemployment reserves 
make possible greater inflation 
nmercial credit. The conclusion 
inescapable that unemployment 
f the type usually proposed 
nd to accentuate inflation 


tel 


itive to other 


encourage 


oms. 
alleged effect of unemployment 
upon deflation during depres- 
en to more doubt. Against 
w that their net effect would be 
nary, it is pointed out that the 
ined by the sale of securities 
inemployment reserves would 

by the unemployed for com- 
and that, consequently, al- 
the security markets would be 
the commodity markets 

, in some degree at least, be 
ted. And it is further alleged 
y that the payment of benefits 
enable the unemployed to 
but that the greater sense 

rity which the reserves would 
n workmen might lead them 

yed as well as unemployed, 
This effect 
pro- 


hase more freely. 
perhaps be particularly 
f unemployment reserves were 
as the Wisconsin scheme is) 
uurage employers to divide the 


rather than to lay off men.‘, 


ecurities by the banks would tend to 

sits of the banks, because the securities 
hased by checks against deposits. This 

till further to increase the ratio of bank 
osits and thus encourage the banks to 
Wisconsin act provides that the benefit 
lor partial unemployment in any week shall 
ference between the employee’s actual wage 
ek and the weekly benefit to which he would 
unemployed. As benefits for 
at the rate of $10 a week or 


1 if totally 


ment are 
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A greater volume of consumer buying 
would help enterprises to dispose of 
the large inventories with which they 
often enter depressions, would assist 
them to reduce their indebtedness at 
the banks, and would hasten the time 
when the banks would have surplus 
reserves for which they would be seek- 
ing attractive investment opportunities. 

This, however, is only part of the 
picture. The securities from 
unemployment reserve funds, by de- 
pressing the price of bonds and raising 
interest rates, would also tend to de- 


sale of 


press the price of commodities. It 
would do this in two ways. In the 
first place, the drop in bonds, forcing 
the banks to write down the value of 
their bond holdings, would accentuate 
the disposition which banks normally 
have in times of depression to keep 
in a highly liquid condition and to 
contract commercial credit. ‘This 
would tend to increase the volume of 
distress selling and also diminish the 
demand for In the second 
place, large sales of securities from 
unemployment reserve funds would 
restrict the ability of business enter- 
prises to sell new issues of their own 
securities except at high interest rates. 


gor ds . 


50% of the employee’s weekly wage, whichever is 
lower, the Wisconsin act in effect means that partial 
unemployment will not be compensated unless work- 
ing hours have been reduced to less than half of normal 
and then only when the workers actual earnings fall 

with the pro- 
f each employer 


below week. In conjunction 
visions that the premium payments « 


unemployment reserve fund constitute the 


plo a 


to the 
individual reserve of his firm and that the employer’s 
premium payments cease as long as his reserves per 
employee are $75 or more, and are reduced as long as 
his reserves per employee are $50 to $75, the partial 
exemption of partial unemployment from compen- 
sation constitutes a powerful incentive for employers 
to spread work. But whether or not it is wise to 
incentive in the act is highly 
spread work is in 


this contro- 


Although the incentive to 
there is danger that the absorption of 


, l . ] 
workers auring 


include 
versial. 
itself desirable, 
periods of business 


unemployed 
revival will be too much retarded. 
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This in turn would diminish the de- 
mand for both labor and materials by 
enterprises with floating debts to fund 
or with maturing long-term issues to 
refund. Naturally the managers of 
concerns would be anxious to 
postpone issuing bonds until interest 
rates were lower or, if some issues could 
not be entirely avoided, to keep them 
as small as possible. Some concerns 
might be able to escape borrowing 
altogether, at least for the time being, 
by drastically cutting maintenance and 
improvements and 


tnese 


by not making 
extensions, and by using the funds 
intended for those purposes to pay off 
maturing obligations. Other concerns 
might postpone the issuance of long- 
term securities by negotiating new 
short-term loans or by obtaining the 
extension of old But in order 
to obtain short-term credit in the req- 
uisite amounts and on favorable terms, 
and at a time when banks were scru- 
tinizing risks with extraordinary care, 
enterprises would attempt to improve 
the ratio of cash and current assets to 
current liabilities by spending as little 
as possible on repairs, maintenance and 
replacements. This tendency would 
exist anyway, but the tighter the money 
market the more vigorous would be 
the pursuit of liquidity by all concerns. 
And, of course, the enterprises which 
decided to issue long-term securities 
would attempt to obtain more favorable 
interest rates by making current earn- 
possible 


ones. 


ings appear as large as 
through spending less on repairs and 
maintenance. 

Whether the predominating effect 
of unemployment reserves in times of 
depression would be to support com- 
modity prices or to depress them, is, 
as I have said, a matter of doubt. 
Indeed, the result might well be differ- 
ent in different depressions. Unques- 


tionably, however, there is grave da_ p¢, 
that, unless counteracted by appropri. 
ate procedure, unemployment reser 
would force down prices during de 
sions. This danger would be greates: 
during the early phase of depressions 
before business enterprises had yc. 
ceeded in reducing their indebtednes 
to the banks and before the banks j; 
turn had succeeded in substantial); 
reducing their indebtedness to th 
Federal Reserve banks and were pre- 
pared to increase their holdings 
high-grade bonds. 


A Possible Solution—Open-market 


Activities of FederalReserve Bank: 


But the fact that unemployment re- 
serves might have some tendency 
accentuate inflation and deflation does 
not mean that this tendency could not 
be overcome. The most obvious way 
to overcome it is through the open- 
market operations of the Federal Re- 
serve banks. Indeed, since a maj 
purpose of the Reserve System is t 
protect the money market 
inconvenient disturbances, it may b 
argued that the Reserve banks, 
offsetting the effect of security pur- 
chases and sales by the unemployment 
reserve funds, would thereby be merel} 
performing a normal function. In 
times of boom, when the purchase 
securities for the unemployment re- 
serve funds was raising bond prices 
and retarding the rise in interest rates, 
the Reserve banks would find it desira- 
ble to sell securities on a larger scale 
than they otherwise would do; 
periods of depression, when the sale 
of securities constituting the reserve 
funds was adding to the general liquida- 
tion, the Reserve banks would find it 
desirable to increase their purchases 
securities. 
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uld undoubtedly mean that 

ns the Reserve banks would 

led to expand their open- 
erations very substantially. 

. gain a rough idea of the 

which the Reserve banks 

| it necessary to make during 

ns, let us assume that unem- 
reserve plans have been uni- 

lopted throughout the United 

States and that 30 million workers (all 
gainfully employed except a 
portion in the higher-income 

are covered by them.® Let 

ime that average full-time wages 
$25 a week and that the premium 
unemployment reserve 
Suppose that 


a the 
3%, of wages. 

r depression occurs and that 
persons become unemployed 

titled to benefits at the rate of 
This is a greater volume 
ployment than we have ever 
i this country prior to the present 
Re. pression. Part-time employment 
the remaining 25 million, let 
further assume, reduces their earn- 
$20a week. It may be assumed 
enefits are not paid to employees 
time until working hours are 

than half of normal’ and that, 
re, the benefit payments for 
ployment within employment” 





I tal number of gainfully employed in 1930 
48.8 million, but only about 30 million of 
: lustrial wage earners. 
n of the total number of unemployed 
entitled to benefits would depend, of 
n the terms of the law—particularly upon 
' f employment necessary to establish the 
' fits and the length of the waiting period. 
were benefits, the 
r of unemployed might be 2 million or 3 million 


the proposal of the Massachusetts Com- 
and, as pointed out above, it is essentially the 

e Wisconsin bill. With an incentive to 

ich as the Wisconsin act and the 

isetts bill provide, it would require an 

arily severe depression to throw § million 


workers receiving 





ww 
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are negligible. On these assumptions, 
the weekly income of the reserve funds 
would be $15 million, and the weekly 
disbursements $5o million. This would 
compel the sale of about $35 million 
worth of bonds a week. There is no 
use blinking the fact that, particularly 
during the early stages of depressions, 
when liquidation would be occurring 
in the security markets on a large scale 
and before the commercial banks would 
be in the market for securities, this 
might create a banking problem of some 
But the problem would 
than the which 
Reserve banks in the 
the commercial 
compelled to 


magnitude. 
be less serious one 
confronted the 
fall of 1929, when 
banks were suddenly 
take over within a few weeks a huge 
volume of brokers’ loans from the open 
market, when foreign funds were leav- 
ing the country in large amounts, and 
when securities, purchased with bor- 
rowed money, were being liquidated 
ata stupendous rate. And the support 
which it would be necessary for the 
Reserve banks to give the money 
market would be substantially less than 
that which they found it desirable 
to give last spring when they purchased 
government securities at the rate of 
about $100 million a week. In order, 
however, to give the Reserve banks 
greater freedom to support the market 
for government bonds at the time 
that the unemployment reserve funds 
were being liquidated, it would be 
desirable to extend indefinitely the 
authority now temporarily granted the 
Reserve banks to use government bonds 
as partial backing for Federal Reserve 
notes. 

How long the Reserve banks would 
be compelled to support the markets 


8 If 5 million unemployed receiving benefits meant 


about 2 million more not receiving benefits, the weekly 


receipts would be slightly less than $15 million. 
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would depend, of course, partly upon 
the duration of the depression, partly 
upon the quantity of unemployment 
reserve funds liquidated, and partly 
upon the demand for bonds by the 
banks and the general public. If the 
unemployment reserve funds possessed 
$1.5 billion of securities (an average 
of $50 per worker), liquidation at 
the rate of $35 million would appar- 
the funds in about a 
year.” As a matter of fact, how- 
ever, under a system of independ- 
ent plant reserves, the entire fund of 
$1.5 billion would not be liquidated, ex- 
cept perhaps over a considerably longer 
The reason is that the 


ently exhaust 


period of time. 
reserves of the enterprises in the more 
stable industries would be drawn down 
much more slowly than the reserves 
of other plants. The quantity of pur- 
chases which the Reserve banks would 
be compelled to make in order to sup- 
port the market would depend, of 
course, upon the state of the demand 
for bonds. But the very purchases 
of bonds by the Reserve banks in the 
early stages of the depression would, as 
will be explained presently, hasten 
the time when the commercial banks 
would be able to buy bonds and would 
increase their ability to buy them. 
Consequently, after the depression had 
reached a certain phase the Reserve 


* If the unemployed were entitled to benefits at the 
rate of $10 a week for ten weeks a year (the Wisconsin 
act makes the limit $10 a week or half the weekly wage 
whichever is lower) and each of the § million unem- 
exhausted his right to benefits, it might 


ployed 
the annual expenditures of the unem- 


appear that 
ployment reserve fund would not be more than $500 

part of which would be provided by current 
Some 


million 
premium receipts as well as by security sales. 
of the unemployed would not, of course, exhaust their 
right to benefit. It is to be expected, however, that 
would be a considerable turnover among the 
unemployed. Consequently, it is reasonable to 
assume that considerably more than § million unem- 
ployed would exhaust their rights to benefits within 


there 


the period of a year. 
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banks would be able gradually ;, 
withdraw their support. a 

This brings us to a point of considera. 
ble importance; namely, that opep. 
market sales and purchases by the 
Reserve banks for the purpose 
counteracting the purchases and sales 
of unemployment reserves would 
more than merely counteract the tendene 
for unemployment reserves to magnif: 
the processes of inflation and deflation, 
Such operations would involve “ steriljz. 
ing’’ an increasing amount of money by 
the Reserve banks in boom times and 
the restoration of these funds to genera] 
circulation in times of depression. [p 
this way both inflation and deflation 
would be moderated, the purchasing 
power of the community during depres- 
sion would be increased, and part of 
the burden of relief would be shifted 
from periods of depression to periods 
of boom. Let us see why these results 
would occur. 

Employers would, in due course, pay 
their premiums to the unemployment- 
reserve funds by drawing checks on 
commercial banks. In times of boom, 
when premium receipts exceeded bene- 
fit payments,.the trustees of the reserve 
funds would use part of the receipts 
to buy bonds, and the Reserve banks 
would sell enough bonds to prevent a 
significant rise in price. What would 
be really happening, therefore, would 
be a transfer of funds, via the unem- 
ployment reserve funds, from the com- 
mercial banks to the Reserve banks. 
In times of depression, when benefit 
payments exceeded premium receipts, 
the trustees of unemployment reservé 
funds would sell securities, and Re- 
serve banks would purchase them 1! 
sufficient volume to prevent a serio 
drop in price. ‘The unemployed would 
receive checks drawn on the unemploy- 
ment-reserve funds; they would spe! 











& 





ly to wee cks for food, clothing, and 
i rer: retailers and landlords would 
dera- aocit them in commercial banks. 


id be happening in times of 

n would be a transfer of funds, 
inemployment reserve funds 
unemployed, from the Federal 
inks to the commercial banks. 
isfer of funds from com- 
nif S mercial banks to Federal Reserve banks 
boom and from Reserve 
ommercial banks in times of 
y Dy n is precisely what is needed 


$ : 3 
I | tral 


fluctuations in credit, prices 

‘ss. During boom periods 

In i: mmercial banks permit credit 
nd too rapidly and too much. 

ver, funds were moved, through 

purchases by the unemploy- 

erve funds and security sales 

Reserve banks, from the com- 

banks to the Reserve banks, 

y of the commercial banks 

1 credit would be limited. 

ore, as the boom developed, 

sfer of funds from the com- 

the Reserve banks 
be accelerated.’ There is, of 
o assurance that the transfer 

in exactly the volume needed 

exactly the rate needed to 

the proper effect upon the 

of bank credit. In case unem- 
t reserves were not in wide use, 
umulation of reserves and the 
ig open-market sales by the Re- 
1ks would probably not transfer 
banks to Re- 


volume to 


1 
} i 


Danks to 


om commercial 
nks in sufficient 
an overexpansion of credit. 

t event the Reserve banks might 
irities in even larger volume 

s plain. As employment increases 

ment decreases the excess of premium 
benefit payments would increase and 
, purchases by the unemployment 

ild increase; presumably the security 


iso. 


Reserve banks would increase a 
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than necessary to offset the purchases 
of the unemployment reserve funds. 
On the other hand, if unemployment 
reserve funds had been established by 
nearly all of the states and if the ac- 
cumulation of reserves was occurring 
on a large scale, offsetting open-market 
sales of securities by the Reserve banks 
might reduce the reserves of the com- 
mercial banks too drastically and thus 
interfere with the ability of the com- 
mercial banks to meet the legitimate 
credit needs of industry. In that event 
the Reserve banks might find it desira- 
ble not entirely to offset the purchases 
of the unemployment reserve funds. 
During depressions, on the other 
hand, the security sales by the unem- 
ployment-reserve funds in conjunction 
with the offsetting purchases by the 
Reserve banks would make for easier 
credit conditions. ‘The general liquida- 
tion which marks the beginning of 
depressions generally forces many com- 
mercial banks to borrow more or less 
heavily from the Reserve banks; until 
the commercial banks get out of debt 
to the Reserve banks, they are dis- 
posed to pursue a tight credit policy 
and thus prolong and intensify the 


general process of liquidation. As the 
excess of benefit payments, under 
the scheme proposed, moved funds 


from the Reserve banks into the com- 
mercial banks, the latter would find 
it less necessary to borrow from the 
Reserve banks and they would also 
reduce their indebtedness 
Thus the operation of 
make 


be able to 
more rapidly. 
unemployment 
for easier money at precisely the time 
when that would do the most good. 


reserves would 


A Method of Automatic Control 


3ut could the Reserve banks be 
depended upon to act with sufficient 


promptness and on a sufficiently large 





334 HARVARD BUSINESS REVIEW 


1 


cale to offset the security purchases 
ind sales by the unemployment-reserve 
funds? Semipublic bodies, such as the 
Reserve Board and the Reserve banks, 
are likely to be slow in acting, particu- 
larly when they are not confronted by 
a sudden and dramatic crisis which 
obviously demands immediate and 
drastic action. It follows that, al- 
though there is probably little danger 
that the Reserve authorities would fail 
promptly to support the market during 
times of depression when the unem- 
ploy ment reserve fund trustees were 
selling bonds, there is danger that in 
times of boom the Reserve authorities 
might be slow to counteract the tend- 
ency for the accumulation of unemploy- 
ment reserves to introduce too much 
ease into the money market. Jn other 
words, at times when there is a tendency 
for credit to become too abundant, it 

wise not to rely too exclusively upon 
affirmative action by the Reserve banrs 
to prevent it from becoming too easy. 
This suggests the desirability of a more 
automatic regulation of the effect of 
unemployment reserves upon the money 
market. 

Perhaps the simplest way of achiev- 
ing this result would be by authorizing 
the Reserve banks to be depositories 
for the unemployment-reserve funds 
and by requiring that the trustees of 
the funds deposit them, or a certain pro- 
portion of them, in the Reserve banks. 
The effect of this arrangement is 
obvious. An excess of premium re- 
ceipts over benefit payments would 
directly transfer funds from the com- 
mercial banks to the Reserve banks, 
and an excess of benefit payments over 
premium receipts would transfer funds 
from the Reserve banks to the member 
banks—in each case without interven- 
tion of bond purchases or sales by the 


unempk yyment reserve trustees or open- 


market operations by the Reser. 
banks. The transfer from the com- 
mercial banks to the Reserve bank; 
would begin slowly in the early stave 
of the boom; as the boom developed 
the transfer would be accelerated. E* 
deed, as indicated above, it is probal 
that on some occasions the transfe- 
of funds into the Reserve banks would 
too drastically limit the reserves 
the member banks, and that the Re. 
serve banks would find it desirabj, 
to offset the movement in some degree 
by investing more heavily in bond; 
and acceptances. It would be withi: 
the discretion of the Reserve authcrities. 
however, whether to act or not. |; 
other words, the Reserve banks would 
be put in closer touch with the mone 
market than is now the case and would 
be able to exercise control over credit 
conditions somewhat earlier than the; 
now find convenient. During periods 
of boom, the Reserve authorities would 
be compelled to act, not to prevent 
credit from becoming too easy, but 1 
prevent it from becoming too tight. In 
times of depression, the excess of bene- 
fit payments over premium receipts 
would reduce the borrowing by com- 
mercial banks from the Reserve banks 
and would assist the commercial banks 
to repay their indebtedness more rap- 
idly—precisely as would open-market 
operations. 

The deposit of unemployment-r 
serve funds at the Reserve banks wou 
mean the loss of interest on those funds. 
The Reserve banks could not, of course, 
afford to pay interest on the unemploy- 
ment reserve balances unless they in- 
vested these balances in earning assets. 
But if the Reserve banks were to invest 
the balances in larger volume than was 
necessary to prevent an undue tighten. 
ing of credit, the deposit of the balances 
in the Reserve banks would not produce 


C- 
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ing effect. Furthermore, in 

e liability of the balances to 

sudden withdrawals in times 

yn, it would be hazardous 

pe Reserve banks to invest a very 
rf ' rtion of them. 

the loss of interest would 

idvantage, it would not be a 

ne. In view of the fact that 

. val between depressions is not 

Ke- vy more than three or four 

e average period for which 

could earn interest, if 

in securities, would not ordi- 

much greater than two years, 

rate of interest on government 


m1 rves 


in which the funds pre- 
would be invested) would 
Furthermore, if the funds 


sted in securities, there would 

be the possibility- of loss be- 

the necessity of selling the 

during times of depression 

than the price paid for them. 

Su ses would partially offset the 
eceived. Support of the mar- 

the Federal Reserve banks would 

but would not, of course, 
remove, the danger of such 

If the premium payments of 
mployer to the unemployment 
fund constitute the individual 
‘his firm, and if the function 
trustees is simply to administer 
lividual employer reserves (as 
in the Wisconsin act and 

d in the bill of the Massachu- 
Commission), there would be a 
proportion of the reserve fund 


enting reserves of firms with 
stable employment) which 
well be invested in interest- 


y securities rather than deposited 
the Reserve banks. 
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Conclusion 
In the above discussion it has been 
taken for granted that unemployment 
reserves would be set up by contribu- 
tions from employers. There is room 
for disagreement, however, in consider- 
ing whether reserves should be created 
solely in this way or by joint contribu- 
tions of both employers and employees 
or solely by the individual savings 
of the workmen. No however, 
will deny that in some one or more of 
these ways provision should be made 
for the support of the unemployed. 
notice 


one, 


It is important, however, to 
that regardless of whether the reserves 
are created by employers alone, by 
wage earners alone, or by both to- 
gether, the same fundamental financial 
problems exist. In all cases there is 
the danger that accumulation of re- 
serves would accentuate inflation during 
booms and that their disbursement 
would accentuate deflation during de- 
pressions. Likewise in all cases is 
there the possibility that by proper 
financial administration the effect would 
be exactly the opposite; that the accu- 
mulation of reserves would reduce 
inflation in times of boom, and that 
their disbursement would increase the 
total volume of purchasing power in 
the community at precisely the time 
when unemployment is greatest and 
the national least. Thus, 
proper financial administration offers 
the possibility that through unemploy- 
ment reserves part of the financial 
burden of supporting the unemployed 
will be shifted from 
booms, and that the burden of depres- 
sions will be materially reduced, not 
merely for the unemployed, but for 
the entire community. 


income is 


depressions to 














THE POST-WAR COURSE OF CORPORATE 
PROFITS AS DETERMINED BY NET-TO-GROs¢ 


PROFIT 


RATIOS 


By W. L. CRUM 


ITH the recent issuance by 

the Federal Treasury of the 

1930 Statistics of Income and of 
preliminary tabulations from 1931 re- 
turns, it is possible to examine the 
course of industrial profits in general 
from the period of high prosperity to 
that of crisis and deep depression. 
general industrial 
profits are indeed available; they have 
been compiled upon a quarterly as well 
as an annual basis, and are much more 
nearly up to date than the Treasury 
These less general measures 
are, however, necessarily limited to 
selected lists of large concerns which 
make frequent reports, and these lists 
constitute a poor sample of corporate 
industry in the aggregate. For a gen- 
eral survey of all corporate industry 
we must at present rely upon the Treas- 
ury data, obtained as an incident to 
the administration of the corporation 
income tax; and, although these data 
are not wholly adequate for our pur- 
pose, they give a helpful and the only 
available picture of the state of cor- 


Less measures of 


figures. 


porate enterprise as a whole. 


Industrial Classification and Its 
Difficulties 
The data as tabulated in Statistics 
of Income are summaries, or aggregates, 
of specific accounting items which are 
called for on the income-tax return of 
These ag- 
various 


each reporting corporation. 


made up for 
classes of corporations, but the most 


gregates are 


instructive basis of classification is 
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according to the type of industn 
Industry may be broken down ijn; 
eight major divisions, namely, Agr- 
culture, Mining, Manufacture, Cop. 
struction, Transportation and other 
Public Utilities, Trade, Personal and 
Professional Service, Finance—a sma] 
residual class of miscellaneous returns js 
unclassified. The Manufacture diyi- 
sion is broken down into ten groups, 
namely, Foods, Textiles, Leather, Rub- 
ber, Lumber, Paper, Printing, Chem- 
icals, Stone, Metals, and there is 

small residual class of miscellaneous 
activities. In some of the _ tabula- 
tions for particular years, some of th 
other divisions, such as Trade, ar 
broken down into groups; and similarly 
the Manufacture groups are _ broker 
down into subgroups, such as Milling 
under Foods, Cotton Goods under Tex- 
tiles, and Motor Vehicles under Metals. 
It is the study of the aggregate figures 
for these industrial classes with whic! 
we are here concerned; and, for reasons 
elaborated below, our study of th 
divisions will be restricted to Agri- 
culture, Mining, Manufacture, Con- 
struction and Trade. 

Before proceeding to comment upor 
the results, it is well to call attentior 
to the imperfections of this industria 
classification.! A single corporation 
tax return is assigned wholly to one 
class, according to the principal “in- 





1 For a more detailed comment upon these matters 
of classification, see Crum, W. L., Corporate Earnin 
Power. Stanford University: Stanford Universit 
Press, 1929, particularly Chapter II. 
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jucing activity” of that cor- 
It follows that, even though 
corporation has interests 

in several lines of industry, 
ted accounting data will all be 
a single industrial class. 
will therefore include some 
which strictly ought to be in 
s. For similar reasons, a 
class will be deficient, in 
tain elements are carried into 
gates of other classes. There 
eans of knowing with certainty 
r even most, of this classifica- 

is canceled out by offsetting 
different corporation returns. 
probable that suchcancellation 
ur to a very large extent, 


ul 


Sse 


y in large groups or divisions, 
ippears also probable that re- 
rs of this sort are of negligible 
for most of the ratio com- 
involved in these studies. 
are other types of classification 
hich have a bearing upon the 
tation of the corporate-tax data. 
mong these are imperfections 
and imperfections in the 
of accounting items. In the 
f timing, not all corporate 
ipply to the specified calendar 


, considerable fraction being made 


cal-year and part-year returns. 
-h the inclusion of returns cover- 
mewhat different time-interval 
y blurs moderately the time 
ns indicated by the data, it is 


ful if the error introduced in 
iy is serious. In the matter of 
rticular accounting items, out of 


the tabulated aggregates are 


-d, the danger is somewhat greater. 
nost accurately determined of 
items is probably the statutory 


me, for it is upon this item that 


iministration centers its attention 


to secure the proper levy of 


tax in the case of each particular 
corporation. Certain of the other more 
inclusive items are probably reported 
upon substantially uniform bases by 
the various corporations; but among 
certain of the minor items, and even 
some of the important items, there can 
be little doubt that the practice in 
defining or reporting the item varies 
markedly amongcorporations. ‘Tohow 
great an extent errors of this sort offset 
each other cannot be known, although 
some internal evidence helps to set 
limits to the magnitude of the error. 
For errors of this sort, furthermore, the 
type of ratio analysis here used gives 
no automatic protection; the items 
entering into the ratios must be ex- 
amined critically, to reveal possibilities 
of error because of presumptive lack of 
uniformity in the accounting practice 
of the reporting corporations. 


The Course of Profits for Five Divisions 
Combined 

In recent years the total number of 
corporation tax returns runs to about 
one-half million each year; about two- 
fifths of these are submitted in the three 
divisions which we are excluding from 
our analysis, namely, Transportation 
and other Public Utilities, Personal and 
Professional Service, and _ Finance. 
The decisive reason for excluding these 
divisions is that their tabulated data 
do not yield “gross” figures in the 
same sense as those of the other divi- 
sions. ‘The principal gross item avail- 
able for the other divisions is “‘gross 
sales in manufacturing and trading’’; 
and no such item is tabulated for these 
three divisions, presumably because 
many of the returns in these divisions 
do not yield such items. It is possible 
that the tabulated item “miscellaneous 
receipts” includes for these divisions, 
or parts of them, elements as truly 
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‘sross’”’ as the gross-sales figures for The course of profits, for the fy. -porate 
the other divisions, but there appears divisions combined, is shown in Char, ie ed 
no clear basis for decision on this point. I. The curve of this chart presents th, ares are 
In view of the substantial similarity of “profit ratio” for each year. Th; 3 ill 
the make-up of the tabulated data for ratio is defined as the result of dividing se athe. 
the other five divisions, it has seemed the statutory net income, less the jp. such figu 
well to treat them alone; the analysis come tax, by the gross income.* Sing. t 
tor the combined divisions, and for the _ the original presentation of this measure are * 
divisions separately, will therefore be of corporate earning power, other writ. , greater 
limited to Agriculture, Mining, Manu- ers have commented upon its defecs; -orporati 
facture, Construction and Trade. or supposed defects, and I have give, a atls 
ee ee ene eee ae further consideration to certain of jt: corp rati 
SeLectep INpusTRIAL Divisions IN THE AGGREGATE characteristics and limitations. Dis. S importan 
. spielen — cussion of some of these points appears still resul 
| (a SS 88>. 7 | | | below, along with a statement of but in 
‘| | rT r I : ¥ reasons for continuing the use of this share fal 
2} om measure in the present analysis of rate of pl 
| | | | | \] corporation data. is greatly 
| T | | | | | | a = 4 Chart I indicates a drop alm st t ther wi 
-2! 30 — a 1 Heer Ss«éZerrco ir thee severe depression of 1921, ward shi 
with a prompt recovery in 1922 to ; porate | 
Corporations in these divisions cover level somewhat above that of 1920 oe 
a very large share of productive and In 1923, the year of incipient boom, U reduces — 
distributive enterprise, and their study, highest ratio of the last decade was main | 
separately and in combination, affords established; and from 1924 to 1929 the "ae 
a good general view of such enterprise. ratio fluctuated, within fairly narrow confirme 
Among these five divisions, the great limits, | at a level averaging close : p ran 
bulk of the total returns is reported that oF It nae In 1929, the boom tape the Fede 
by the two divisions, Manufacture and which terminated the long period Pr 
Trade, and conditions in these two fields Prosperity, the ratio did not rise 
clearly dominate the total for the five exceptional heights, partly because 1 
divisions combined Ta 1928, the last Coming of the crisis before the end of & As no 
year of prosperity before the year of that year brought the average rate 01 total b 
boom and crisis, total gross income? for profit for the entire year considerabl, —— 
the five divisions combined was $118 below that of the early months, but val mlbing 
billion; of this total, $67 billion was in pecially because important lines of ac- ap: Ira 
Manufacture and $43 billion in Trade. "V!tY did not respond to the 1929 boom 57 7 OF 
Thus, over 90% of the combined figure 9d had already entered upon thei a 
is accounted for by these two leading eclining phase when the year began. 36 ' 
Rivteteia : In 1930 the ratio dropped close t lor eac 
the figure which had been reached at wn 
2 Gross income is the total income, as reported on the bottom of the 1921 depression, and id ha 
the face of the ret Irn, | lus the cost of goods sold; see preliminary figures for 1931 yield _ ’ I 
Ebersole, J. F., Burr, S. S., and Peterson, G. M., ane BN : : a ae 
“Income Forecasting by the Use of Statistics of '@tio which is emphatically negati orf 
Income Data,” Review of Economic Statistics, Novem- and therefore much below the worst ev . 
ber, 1929, p. 186. It is there pointed out that the established at any other time since th RIA. 
re is not truly a gross item—impor- —__—_— 


nents in it are net. * Crum, op. cit., p. 5. 
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was instituted 
vhart ut two decades ago. No tax fig- 
ts th -o< are yet available for 1932, and 
rt} 4 ‘Il become available for many 
but it is certain that, when 

. ; sures are received, the indicated 

Sin £+ ratio will be much below that for 
[In 1932, as in 1931, and even to 

gree, the losses of no-income 
found to exceed 
income 


income tax 


ns will be 
net incomes of 
norations.* Even in depression, an 

Dis. mportant share of corporate activity 
ts in the earning of net income; 

treme depression a larger 
ils to earn any net, and the 
rofit of the income corporations 

y reduced on the average. In 
words, there is a general down- 
in the rate of return on cor- 


business, which throws many 
: rns into the red and greatly 
the return for those which 


in the black. This fact is of 

| known, but it is strikingly 

ed by these all-inclusive cor- 

n-income statistics supplied by 
federal income tax. 


Ratios for the Manufacture 

Division 

ted above, a large share of the 

the five 

under examination was cov- 

the two divisions, Manufacture 

‘rade; Manufacture yielded about 

57 { the total gross income of the 

ons in 1928, and Trade about 

he course of the profit ratios, 


isiness of selected 


{ these two divisions, is 
Chart II. Both 
negative ratios in 1921, and 


divisions 


-Income corporation and income 

, are those used by S. H. Nerlove in 

f Corporate Incomes (Chicago: University 

Press, 1932) to designate, respectively, 
n 


which do not, and those which do, show a 
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for both the subsequent recovery had 
been sharp. From 1922 to 1929 the 
ratio for each division fluctuated nar- 
rowly along an average level somewhat 
above that of 1920. The average level 


Annua. Prorit Ratios ror THE MANv- 
Divisions 


Cuart II. 


FACTURE AND TRADE 
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of the profit ratio for Manufacture was 
considerably higher than that for Trade 
during these eight years of sustained 
prosperity; but, as the rate of capital 
turnover may be quite different for the 
two fields of enterprise, this does not 
necessarily mean that corporate oper- 
ations in Manufacture were more prof- 
itable than those in Trade.® Following 
the boom and crisis of 1929, the profit 
ratio dropped very sharply for both 
divisions; in 1930, the ratio for Trade 
was already negative and about the 
same as that of 1921, but the ratio for 
Manufacture still a substantial 
positive figure in 1930. Preliminary 
data for 1931 show both ratios emphat- 
ically negative, with that for Manu- 
facture even lower than that for Trade. 
There can be no doubt that a large 
part of the indicated decline of earning 
power in 1930 and 1931, for these two 
divisions, reflects a serious reduction in 
It is 


was 


the aggregate volume of activity. 
equally certain, however, that an im- 
portant share of the decline was occa- 
sioned by inventory losses; one of the 
striking the 


most manifestations of 


5 For further comment, see the author’s Corporate 
Earning Power, particularly at pages 5 and 12; and 
other writers have given attenti 
interpretation 


€ 
n to the same point 


with the of the profit 


ratio and related measures. 


in connection 
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current, extremely severe depression 
has been the general collapse of com- 
modity prices, and this continuing 
price slump has been an important 
factor in the destruction of corporate 
profits. The fact that this price de- 
cline, although continuing, was at a 
somewhat slower pace during 1932 
may mean that the 1932 profit ratios 
will not fall so sharply as did those of 
1931. 


Cuart III. Annuat Prorit Ratios 
METALS AND CHEMICALS GROUPS 
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The tabulations in Statistics of In- 
come give similar data, to those already 
studied, for numerous groups within the 
Manufacture division. Chief among 
these groups are: Metals, Foods, Chem- 
icals, and Textiles. Charts III and 
IV show the course of the profit ratios 
for each of these large groups. The 
record for Metals is in many respects 
similar to that for Manufacture as a 
whole, although the group profit ratio 
shows somewhat more violent varia- 
tions than that for the division. When 
we examine the record for the other 
groups, however, we note no such 
systematic similarity to the record for 
the entire division. In the case of 

§ Detailed discussion of the data for these groups in 
earlier years, and similar data for the other groups, 
will be found in Corporate Earning Power, Chapter IV; 
a similar discussion of more recent data by the author 
appears in a series of articles in Corporate Practice 
Review, July and September, 1931; and January, 1932. 
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Foods, the course of earnings is yer 
much more stable, and more wel, 
sustained even in the early part of the 
depression, than is the case for the ep, 
tire division. This experience reflec, 
the frequently noted fact that the Foo. 
group, which includes also tobacg 
manufactures, is made up largely 4 
important consumer industries whic 
are in a measure “depression proof,” 
In the case of Chemicals certain anny,| 
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movements of large amplitude appear 
which are nonexistent in the genera! 
curve for the division, or are unim- 
portant in that curve. This group is 
dominated by the petroleum industry, 
and these peculiar fluctuations pre- 
sumably reflect varying fortunes in that 
line, whereas certain other constituents 
of this group are relatively stable and 
unresponsive to changes in_ business 
conditions. In the Textiles group we 
have an example of protracted depres- 
sion. After the important revival o/ 
1922-23 the profit ratio for this group 
slumped to the depression level of 1921, 
and deviated only moderately from that 
level for six years, 1924-29. No reviva 
appeared in 1929, and this group shared 
in the general misfortune of the great 
depression beginning in 1930, after 
having enjoyed only an early response 
to the long period of prosperity whic! 
ended in 1929. 
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} 1926 1927 
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wh 1.18 | 1.08 

2.33 2.15 

1 retail 1.65 
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auto wreckers, film exchanges, pneumatic 
g stamps, garages for storage, repair service, 


1928 
1.29 
| 3.88 
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1929 


1930 
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e) 


1928 % 
Impor- 


tance 
30.5 
42.3 
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TABLE II 


Prorit RaTios, 1926-30, AND 1928 PERCENTAGE IMPORTANCE, FOR Eacu Group 


IN THE MINING, CONSTRUCTION, AND 


AGRICULTURE DIVISIONS 











1926 | 1927 
4 
{ n, copper, lead, zinc, gold, silver, quick- 
| 3.93 3.36 
te . 
lignite, and peat 
a 8.13 |—4.03 
asbestos, clay, granite, precious and semi- 
es, salt, etc | 7.79 6.36 
larrying n. e. s., lessors and holders 7.93 1.85 
g and quarrying 4.74 |—0.21 
struction above ground—installing ma- 
ng, wrecking, razing, etc ; 2.51 2.3 
n underground and on surface—bridge 
r-front construction, related industries, | 
4.35 
1 repairing —3.3 
tion 3.19 3.0 


I¢ 


stock, horticulture and all other 


tton, grain, 

rs >. 48 >, $3 
lustries—forestry, fishing, ice harvesting, and 

ndustries; holders and lessors 2.01 2.92 

ture and related industries 81 93 


| 1928 


8.17 
1.02 
—7Z 94 
—0.77 
77 


8.04 
3.05 


4.01 
—1.48 
2.79 
+ 99 
2.57 
2.68 


1929 
12.00 
oO 34 
m=5..69 
1.97 
7.29 
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eed 
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eat ty 
2.17 
—6€.E8 
—2.97 


-—©.13 
2.19 
= 14 
2.7 
1.74 
—7 &e 
c.c6 


1928 % 
Impor- 
tance 
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26.6 
21.2 
12.2 
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IO ) 
50.8 
15.2 
4.0 
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53 
17 
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Profit Ratios for Other Divisions profit ratios for the three divisions ap; 
; ; : their respective groups are given ;, tenval 
No corresponding breakdown is avail-_ ,, P ois Biven | RU 
po Table II (page 341). 
able in all the years for the Trade _— 
division. Beginning with the 1926 Sta- Subgroups of the Manufacture Divisi,, 
tistics of Income, however, there is a 


ae oe Hope lge Most of the groups in the Ma; 
rough subclassification of this division, ps Manv. 


facture division are subclassified begiy. 


and the classification is somewhat finer ning with 1926 (eoomewhas aco 
a . , ! more }; bakery 
Irom 1927 on. The profit ratios for deteil besinnine with 3 27) de, ® Canned pt 
. ry. . *-. = 4 — accor MI { rod 
these groups in the Trade division are ne kee nes ie psi , oe. at SBP 
. ry. — ° ‘ cturine ’ Packing-h' 
shownin TableI. ‘The principal groups ae en Fe ts ccetliie: See meat ca 
. Tr . . S -10re, t a 
are obviously Wholesale and Retail, ee P ° Sugar—be 
fe” examine in detail the recent course of Beverages 
and the table indicates that both of shee ‘nant cote Gee Gu : aiid Sie 
pe : ° , e Many wines; ¢ 
these groups had declining profit ratios sel satiate Melis Acai | 
‘ ° < ° cerstood re 
in 1929 and 1930, with the 1930 figures , "ange ” ther 
alr és ‘a | se i dine nein 750 8 of course, that the difficulties in classi. ereals, 
nee Se fication according to industry, which n.€. 8 
Although the three other divisions, : ¢ Total { 
were discussed above, must necessar'! 


namely, Agriculture, Mining and Con- ne anseind Gin nomen Gna a 
° e e o “ é Cc aSs}- te 
struction, are much less important in Seatinn so hue as Chak eae tel subgrou] 
i. a a - N c der c ; 
the total than the two divisions we discussion. It is therefore possil profit ra 








have examined, the several profit ratios that for several of these subgroup: ant lor 
° ° ° ° 7 tt - 5 — trv 
show interesting variations. Each of the assignment of particular corpora i 
rer : ; : ; e cybgrou] 
these divisions also is broken down into tions to a given subgroup may be ‘ 
groups beginning with 1926, and the imperfect that the statistics for that ie 
rroun t 
= od tt, . 
Fase III Vehicles 
ANNUAL Prorit Ratios, 1926-30, AND 1928 PERCENTAGE IMPORTANCE, FOR PT 
Each SupGroup IN THE Metats Group .: 
See enti 
le 
| 1928 ' 
1926 | 1927 | 1928 | 1929 | 1930 | Im vce 
| | tance ne I 
| —. | = The i 
Iron and steel—products of blast furnaces, rolling mills, | | 
foundries, et | 7.78 | 3.74] §.58 7.07 | 2.61 | 24.7 v th 
Locomotives and railroad equipment 6.75 | 6.06 | 2.56 | 8.56 5.80 | 1.8 n al 
Mi tor vel icles, complete or parts. - | 12 | 5.75 5-54 | 6.87 | 3-31] 25.8 chest 
Factory machinery—food-production machinery; leather, | | 
metal, paper, printing, textile, and woodworking ma-| 1g2' 
' ! 
chinery 8.77 | 7.49 | 65 | 8.85 | 3.21 
Agricultural machinery and equipmen: | 7.89 |10.30 |12.50 |11.70| 5.74 $2 
Electrical machinery and equipment | 8.51 | 7.52 | 9.54 |12.20 | 6.63 ¢ 
Miscellaneous machinery—building, construction, gas, and | | a 
mining machinery and equipment | 5.27 | 7.01 7.40 | 1.05 | 7.4 ry 
Household machinery and equipment, ef .| 8.87 | 8.04 | 8.09 |] 6.51 | 3.27 3.7 ' 
Office equipment, etc | 9.77 |10.50 |12.50| 7.20| 2.2 
Metal building material and equipmer 7.36 | 6.331 6.5 6.23 |—0.49 4.3 
Hardware, tools, e/ | 7.77 110.70 |II.30 1.54 he ar 
Precious metal products and processes; jewelry, et a 3.62 | 5.02 | 3.99 |—3.54 1.9 “re 
Other metals, products, and processes; combinations of | | aaenpe 
foundry and machine shop | 3.8 6.71 | 6.89 1.87 10.4 oat 
Total metal products and processes 7.44.1 §.53 | 6.7 7.83 5.081% 

















THE POST-WAR COURSE OF CORPORATE PROFITS 


343 


TaBLe IV 
ProFiT Ratios, 1926-30, AND 1928 PERCENTAGE IMPORTANCE, FOR EACH 
SUBGROUP IN THE Foops Group 








ig, by-products, ¢tc. 


o 


ng 


cigarettes, cigars, snuff, etc 


1928 % 
1926 | 1927 | 1928 | 1929 | 1930 | Impor- 
| tance 
confectionery products 5-49) 5.34 | 5.57 | 6.09 4.95 10.9 
jucts—fish, fruit, vegetables, poultry, etc. 3.54 | §.53 | 6.40 1.71 6.1 
bran, flour, feed, etc 1.72) 2.11 | 1.98 | 1.99 | 0.2 | 10.2 
> products—fresh meats, ham, lard, bacon; 
| 0.77) 0.08 | 0.73 | 0.34 | 30 37.2 
ne, maple and products —%.26) 2.90 1 4.23 | 9.95 56 5.6 
drinks, cereal beverages, mineral water; 
9.17 | 9.01 | 9.79 | 8.02 3. 
8.56) 8.79 | 8.75 | 8.91 | 10.20 | 8.4 
products—artificial ice, butter substitutes, 
ffee, spices, dairy products, etc.; food products 
3.87 | 4.03 | 4.24 | 4.37 18.5 
3.12] 2.89 | 3.42 | 3.46 2.87 | 100.0 


1 products, beverages, and tobacco. 





and correspondingly the 
-may not be truly signifi- 
the type of manufacturing 


ry indicated by the title of the 


the subgroups in the Metals 

principal ones are Motor 
and Iron and Steel, which 
made up in 1928 about half 
re group in terms of gross 
The final column in Table III 
the percentage distribution 


1928 gross income of the whole 


ong the several subgroups.® 
ems presented in the table 


that for both Motor Vehicles and 


Steel the 1926 ratio was the 
{ the five years. In each case 


1929 ratio, although much higher 


r these subgroups are given in the 
e same applies to the titles of the 
es I and I]—as they appear in recent 


tatistics of Income. It will be seen that 


e to a large degree unambiguous, and 
e clearly suggest the types of com- 

be found in the particular subgroups. 
ta appear in the final column of each of 
[he percentage distribution is based 
ause that was the last year of prosperity 
ear of the boom and crisis. Similar com- 
r 1926, or any other recent year, show no 


nces. 


than those of 1927 and 1928 and very 
much higher than that of 1930, re- 
mained below the 1926 ratio. The 
year of boom therefore failed, in both 
of these important fields of metal 
manufacturing, to bring as high a rate 
of profit as was reached in 1926. 

In the Foods group, which next to 
Metals is the largest group of the Manu- 
facture division, the principal subgroup 
according to gross income in 1928 is 
Packing-house products. The ratios 
for this subgroup, as shown in Table IV, 
are all very small; and this presumably 
reflects a prevalent high turnover in 
this field of activity, unless we are to 
suppose that the rate of profit is pecul- 
iarlylow. It appears also that the 1927 
ratio of this subgroup was even lower 
than that of 1930; a year of moderate 
recession in general industry, such as in 
1927, was accompanied by a much 
more violent drop in the earnings of 
this subgroup than was the first year of 
the current severe depression. Al- 
though the Tobacco subgroup is not, 
according to gross income, more than 
about one-tenth of the entire group, the 
course of its profit ratio has particular 
interest. This ratio remained very 
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TaBLe V 
Annuat Prorit Ratios, 1926-30, AND 1928 PercENTAGE IMPpoRTANCE, FoR Eacy and Cott 
SUBGROUP IN THE CHEMICALS GROUP prof 
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| 
| | | 1928 l¢ 
| 1926 | 1927 | 1928 | 1929 | 1930 Impor- 
| | tance nme 
—— ' r ee — { i 
Petroleum and other mineral oil refining................ 7-97 | 1.38) 6.50 | 6.71 1.00} ¢9.1 ; 
Chemicals proper, acids, compounds, etc cars aa .|..+++-| 8.00/10.60 |10. 50 | 7.10] BF ” 
Allied chemical substances—drugs, oils, paints, soaps, and 
_other chemical substances n. e. s | 6. 89) 7-89 | 7.85 | 5.80) 301 ( n ( 
Fertilizers amatians ..| 1.38) 4-47 | 3.28 | 0.10 2.2 ™ 
Total chemicals and allied substances 7-57 | 3 . 66) 7.23 7-35 | 2.47 | to 
TasLe VI 
ANNUAL Prorit Ratios, 1926-30, AND 1928 PERCENTAGE IMPORTANCE, FOR Eacu fractiona 
SUBGROUP IN THE TEXTILES GrRouUP then olui 
| 1928 in 193": 
| 1926 1927 | 1928 | 192 1930 | Impor- the Cot 
| tance ikingl 
—E - ——— - ' ' 
. prevaliec 
Cotton goods—dress goods, plain cloth, etc.; napping and | | | | aie 
dyeing (iui h dees a vies emeca eRe ..{—2.48] 4.58 | 0.37) 31.16)— 9.14] 17.4 aw os 
Woolen and worsted goods—wool yarn, dress goods; wool | | this pre 
pulling, etc... Perens ..| 0.28) 0.86 |—0.45|—1.74|/— 7.78) 8.8 
Silk and rayon goods—silk fabrics; spinning, etc -| 4.01] 4.58 5-70) 3-43/— 4.45) 11.4 AONE? 
Carpets, floor coverings, tapestries, etc +e. .| 4.98 3-72] ©.47|/—I10. 30 \ si 
Textiles n. e. s., cord, felt, fur, hospital and surgical sup- | | 
plies, linen, other textiles, etc. ...... eee micas PRES 3.58 53} 2.18}— 3.50) 18.7 
Clothing—custom-made, factory-made, coats, underwear, | | | ANNUAL 
millinery, and clothing n. e. s | 2.871 8.9% | 3.26] &.26i— §.83 1.1 C, 
Knit goods—sweaters, hosiery, etc 2.80] 3.53 | 3.69] 3.21|/— 2.54 ).8 " 
Total textiles and textile products 1.03| 3.16 2.00 1.55/— 4.29) I ; 
steady and at a high level, and it even It appears from Table V that the profit 
rose sharply in 1930. ‘Thus, this par- ratio for Petroleum fluctuates ver 
ticular industry failed to respond tothe widely. Even in 1927, which was a Sawmill a 
general decline in earning power oc- year of only moderate recession ther wi 
casioned by the depression. Whether general industry, the ratio for th otal 
data for 1931 and 1932 will bear out subgroup suffered a very severe decline. 
this tendency it is not known.° It recovered in 1928 and 1929 almost ‘ie Rc 
More than half of the total gross to the level of 1926, but the decline 11 finishin 
° ° ~ . . e . rm Total | 
income of the Chemicals group is 1930 was again very drastic. ‘The in- fotal | 
accounted for by Petroleum, and the tense variations in the profit ratio fo Tires and 
course of the profit ratio for this sub- this subgroup account very largely ! an 
group therefore dominates the group. the wide variation in the ratios for th Resided 
° The statistics for the various subgroups in Manu- entire group : i 
facture and for the groups in the divisions other than Data for the several subgroups In the Radios. c 
Manufacture are not presented gy preliminary ‘Textiles group appear in Table VI. Musical i 
ditions of Statistics of Income. > are therefore -p bs . se Airplanes 
psn Een ns ~The two largest subgroups, in terms \irplanc 
unable to present the figures for 1931 in these several ; : ; , Tota 
tables of 1928 gross revenue, are Clothing 
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n Goods. In ordinary times 
ratio for Clothing appears 
thin fairly narrow limits, 
ing of depression produced 
te and drastic reduction in 
power of these industries 
the 1930 ratio far below 
the other leading subgroup, 
ds, the fluctuations are very 
the whole period. From 
tive number in 1926 the 
above zero in 1927, lost 
gain in 1928, recovered only 
in the boom year 1929, and 

1 to an extremely low figure 
[his record of fluctuation in 
n Goods subgroup reflects 
the critical instability which 


in recent years in numerous 


lustries, and the variation of 


t+ + 


ratio accounts in a large 
the wide oscillations noted 
he entire Textiles group. 
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Table VII shows the subgroup profit 
ratios for the other Manufacture groups. 
In terms of gross income, these several 
groups are less important than those 
already discussed. <A detailed discus- 
sion will be omitted, but it is important 
to note that the course of the profit 
ratio for certain of these groups and 
subgroups has particular interest in 
the interpretation of recent industrial 
experience. 


Criticism of the Profit Ratio 


Various writers have criticized the 
profit ratio—as above defined, the 
ratio of statutory net income, less taxes, 
to gross income—and its use as a 
measure of the rate of return. Specific 
criticisms can properly be applied both 
to the numerator and denominator of 
this ratio, and in general criticism can 
be made on the ground that the tax 
statistics do not under any circum- 


LE VII 


1928 PERCENTAGE IMPORTANCE, FOR EACH 


UP IN THE LUMBER, LEATHER, RUBBER, AND MISCELLANEOUS GROUPS 
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| 
| | 


| 1928 % 
1926 | 1927 1928 | 1929 1930 | Impor- 








laning-mill products... 


ducts—carriages, wagons, furniture, 











slippers, ¢tc ee cee ee ee 


er products—gloves, saddlery, harness, 


bber and related products 


tanning leather, etc 
er and leather products 


goods—boots, shoes, hose, and a 


1, and ivory products...... 


plete or parts.. ee 
nents, optical goods, canoes, etc 
hips, seaplanes, e¢tc.... 


ellaneous manufacturing... 





| | } tance 
| 
| 2.21|—0.14) 1.18) 1.73) —7.16) 52.0 
| | | | 
3.26) 1.33] 2.79) 2.12] —4.83] 48.0 
2.67) 0.55 1.95 2.06} —6.05| 100.0 
peas 2.74, 4.07} 2.97} 6.32 79] 63.1 
trunks; 
oes al I 46 3.24 I.29;-—0 83 —1.95 36 9 
| 2.23] 3.76] 2.35] 1.86) —2.14| 100.0 
|} 0.13 2.47|—1.72|/—0.09} —5.67 83.2 
rtificial | 
, 
| §.58} 6.02} 6.03 ».46) 13.9 
2.89) 4.28) 2.95) —3.67 2.9 
49} 2.91|/—0.47 78| —4.81/ I ) 
1.06 6 OSin- 1.741 —5 60 9 
4-40) 4.25) —0.72) 85.4 
14.8 2.97/—19.2 2.6 
100.0 
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basis for 
earning 


constitute a fair 
actual corporate 


stances 
measuring 
power. 

In regard to the specific objections 
consider first the numerator. 
The statutory net income is perhaps 
the most accurately determined item 
in the corporate-tax return, as it is upon 
this item that the tax is based. It is 
unmistakably a net figure and contains 
no elements of gross income, but it is 
not necessarily a net figure pertaining 
to the ordinary operations of the com- 
panies covered. It is computed after 
the inclusion of certain types of income 
not incident to the ordinary operations, 
and after the exclusion of certain items 
which are chargeable against operating 
net income in the ordinary sense. On 
the other hand, its very definiteness, as 
determined by the regulations of the 
tax administration, renders it a desirable 
indicator of corporate net revenue. 

The reason for deducting Federal in- 
come tax from statutory net income, in 
order to obtain our numerator, is that 
such taxes are of the same type as cer- 
tain other deductions—for example, 
other taxes—which have already been 
deducted in arriving at statutory net 
income. It is difficult to say why 
Federal taxes should not be treated 
just like other taxes in obtaining the 
numerator of our profit ratio. To be 
sure, occasional changes in the rate of 
Federal taxation or other factors con- 
trolling the amount of such taxes, do 
have an effect upon the numerator of 
and such effect would be 
important under circum- 


let us 


our ratio, 
peculiarly 


stances such as those prevailing during 
the period of excess-profits taxation. 
It might similarly be said, however, 
that changes in other taxes could affect 
our results, and indeed there may be 
similar “‘technical” changes in certain 
of the other deductions which are made 
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in arriving at the net-income figure r analy 
For example, the practice of corporate ‘ sai al 
management in making charges ; rranspor 
depreciation may have changed nota. ties, Pers 
bly from years of prosperity to year; nd Fina 
of adversity. We must conclude tha: + is my 
almost any measure of the amount o; ests UP! 
net revenue which rests upon the deduc- mainly} ‘a 
tion of certain items containing ay -ncludes 
arbitrary element—whether the matte; assis A 
of discretion lies with the corporat, Manufac 
management or some outside agency, their repc 
such as the Government, is perhaps not basis, in | 
material—must be interpreted wit! ratio has 
more or less specific allowances for th, ance f 
possibility that fluctuations are occa- ibgroup 
sioned by these arbitrary changes. 
In regard to the denominator of our Su 
ratio, the difficulties are somewhat The fo 
more perplexing. Gross income, as re- record 
ported, is not truly a gross item; it j rporate 
made up partly of gross items, and alculate 
partly of net items. A principal ele- [he rece 
ment of the gross type in the gross JB because 
income of the divisions here analyzed com] 
is designated gross sales, but even this layed, bu 
item is not so strictly defined in al lready < 
cases as to yield a homogenous series. is to ge 
In certain of the divisions covered year. T° 
in the tax statistics gross-sales data plete in 
are not given, and in some years figures JB of the inc 
on gross sales are presumably converted the n 
into miscellaneous income for thes irns \ 
divisions. We cannot even be sur ed for 
that these other divisions report the vhic 
gross sales, or corresponding items, we have i 
with the same fullness as the five history o 
divisions we have studied; and we ar fits. 
therefore not sure that gross income, ns in ¢ 
which includes miscellaneous incom emphatic 
as well as gross sales, is as truly a gross sion of 1 
figure for these other divisions as the tained e 
five divisions we have studied. It is 1922-29, 
for this reason that we have confined fits ir 
pe resent e 
10 Extensive discussion of this point appears The tr 
Ebersole, Burr, and Peterson, op. cit., pp. 182-185 e bulk 
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rtation and other Public Utili- 

nal and Professional Service, 
With these exclusions, 
belief that the profit ratio 


ore UT 


nce. 
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hat 


we 


lysis to the five selected divi- 


have excluded 


denominator which is 


gross item although it still 
some net constituents. The 
9s and subgroups of the 
ture division apparently make 
ports upon a sufficiently uniform 
n this respect, so that the profit 
; a substantially identical signif- 
each of these groups and 
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Summary and Conclusions 
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regoing article has presented 


of 


annual 


fluctuations in 


profits, as reflected by the 


ited profit ratios, in recent years. 


CCOT( 


the income-tax data used in 


1) 


rd is not quite up-to-date 


computations are necessarily de- 


but the preliminary figures are 
available for 1931 and enable 
‘t tentative 


edi 


The 


record 


is 


results for that 
likewise incom- 


the earlier years for certain 
industrial groups and subgroups, 
necessary items from the tax 
were not tabulated and pub- 


or those years. 
yar! : _ 
ich the figures are available, 
ve in these ratios a very informing 
of recent changes in corporate 
For the five 


For the period 


industrial divi- 


in combination, the record shows 


hatically the effect of the depres- 
1920-21, the remarkably sus- 


earning 


29, 
in the beginning years of the 


rt 


¢ 


and 


the 


dr 


power of the years 


astic decline of 


extraordinary depression. 
two divisions which constitute 


17 


DULK 


\ 


of 





the 


five 


divisions com- 


bined, Manufacture and Trade, under- 
went variations in their profit ratios 
which were similar in time, and to a 
certain degree in intensity, to those 
of the five divisions combined. An 
outstanding difference, however, be- 
tween these two divisions is that a 
general but gradual downward tendency 
set in for the Trade division fairly 
early in the long prosperity phase 
of the 1921-30 cycle. Meanwhile, the 
profit ratio for Manufacture, while 
undergoing somewhat wider fluctua- 
tions, more nearly maintained the 
high level established in 1923 until 
the boom year 1929. We noted that 
the striking difference between the 
average profit ratios for Manufacture 
and Trade—and the same applies to 
similar disparities between the average 
profit ratios for other pairs of industrial 
divisions or groups or subgroups—had 
no necessary significance as to the 
earning power of capital in the two 
fields of activity. The probability that 
the rates of turnover of capital differed 
between the two fields was accepted as 
possibly explaining in full the observed 
differences in profit ratios. 

Similar study of the profit ratios 
for the leading Manufacture groups, 
and for groups in the other divisions 
over a shorter interval of time, reveals 
differences in detail, in the movement 
of the profits during recent years, 
quite as marked and significant as 
those observed in comparing Manu- 
facture and Trade. For the more 
narrowly specified subgroups in Manu- 
facture, data are not yet available be- 
yond 1930, and even for the groups 
as a whole we have as yet only prelimi- 
nary figures for 1931. It is accordingly 
impossible to trace the course of the 
profit ratios beyond the very beginning 
of the present severe depression, and 
we can only guess what the showing 
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of complete 1931 results and 1932 
results will be. In most lines of indus- 
try, however, using the data for 1930, 
we have unmistakable evidence that 


the great slump in business was accom- 
panied by a destruction of 
fits, and in certain lines of industry 


general 


even the beginning of the depression 
threw the bulk of corporate business 
of that type into the red. 

The movements of the profit ratio, 
at times when business is slumping 
into depression or recovering toward 
prosperity, are generally violent. This 
reflects the fact that changes in net 
income are much more emphatic than 
changes in gross. Moderate changes in 
gross income are usually accompanied 
by extensive changes in net; and impor- 
tant changes in gross, particularly if 
they are attended by a general price 
collapse as at present, are accompanied 


by sweeping changes in net. 
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The present analysis of the corpora. 
tion data is limited to the presentatio, 
and interpretation of the profit ratio 
the ratio of net income, less taxes. ; 
gross income. Other possible measure: 
of the rate of corporate profits a; 
not developed herein; and, although 
the profit ratio has some serious practi- 
cal and theoretical defects, it is believed 


that this ratio affords a significan: 
record of the variation in corporat, 
earning power. The fact that th 


course of the profit ratios for particula; 
industrial divisions and groups 
subgroups is in general accord wit! 
other evidences which we have co; 
cerning the status of these specif 
lines of industry, greatly strengthens 
our confidence in the results 
The data here presented, correspond- 
ingly, confirm and support inferenc 
as to the course of profits which have 
been drawn from numerous other bodix 
of evidence. 


shown. 
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THE AIR-CONDITIONING EQUIPMENT 
INDUSTRY 








By GODFREY E. 


ingle definition of air condi- 
ning can include the many 
rms in which it may be applied. 
divided, however, into two 
the industrial, and the com- 
land residential. In the former, 
lirements are set by the product 
in the 


De 


by human reactions; 
they are set by human reactions 
il climatic conditions as modi- 
lifferent building types. Since 
st undeveloped portion of the 
lies here, the latter division is 
ject of this survey. Even in 





BARBER 


this field there are many variations in 
requirements, but climatic and housing 
conditions are sufficiently uniform 
throughout the greater part of the 
United States to allow generalizations. 


Conditions for Ideal Human 


Comfort 


Climatic 


The primary appeal of air condition- 
ing lies in the fact that, through this 
means, climatic conditions can be reg- 
ulated so as to approach the ideal re- 
quirements for human comfort. Other 
features, of minor significance, which 
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influence the use of air conditioning 
are cleanliness, preservation of furni- 
ture, and health as distinguished from 
comfort. 

Except in unusual circumstances, 
temperature and humidity are the two 
factors which exert the greatest influ- 
ence on human comfort. The limits 
of, and the relationship between, tem- 
perature and humidity under ideal 
conditions of comfort have been worked 
out from technical experiments. The 
conclusions are shown on the “Comfort 
Chart.” Requirements in winter are 
indicated by the lower area marked 
‘““Per Cent of Subjects Feeling Com- 
fortable.”” The shaded portion indi- 
cates the central tendency and does not 


CuHart 1. Comrort CHART 
Copyrighted by the American Society of Heating and 
Ventilating Engineers 





Ar Mowement or 


Turbulence 15 to 25 ft per mun sy ~*~ 


Wet Bulb Temperature § 





Note: For use in connection with this article. dis- 
Read the Dry 
Relative 


regard the Wet Bulb Temperature. 
Bulb Temperature vertically and the 
Humidity along the diagonal curving lines. The 
comfort zones in winter and summer are shown by the 
lower and upper areas marked “Per Cent of Subjects 
Comfortable.” The 


decreases gradually as the outer limits beyond the 


Feeling degree of comfort 


j 


ided areas are approached. 
re 





imply that comfort ceases beyond +, 
borders of this area. 

In winter, a typical condition jp . 
building is about 72° F. and 20% ,, 
30% relative humidity. This point ; 
marked on the chart by a star, Ay 
though the humidity is somewhat |ow 
the relation is close to ideal requir. 
ments and is well within the 2p, 
where most of the subjects tested {e 
comfortable. 

It has often been said that low humii. 
ity, by drying out the membranes , 
the nose and throat, weakens thei; 
resistance. Attention is called to th 
increase of colds and respiratory dis. 
eases in winter. No proof exists, hoy. 
ever, that this is not due to othe 
unrelated factors. Some benefit is ob. 
tained from additional humidity jp 
preserving unfinished furniture an¢ 
woodwork. However, tests conducted 
by D. R. Brewster show that atmos. 
pheric changes in buildings are ordi- 
narily so gradual from season to season 
that distortion in furniture and wood. 
work protected by paint or varnisi 
seldom occurs.! 

The fact that higher humidity per- 
mits a lower temperature would indicate 
that by raising the former and lowering 
the latter, a considerable saving in 
fuel could be accomplished without 
sacrificing comfort. Unfortunately, 
this is not feasible in practice because 
the amount of heat necessary to evapo- 
rate the moisture is usually as great as 
or greater than the corresponding sav- 
ing in lower temperature. 

Due to acclimation and difference i: 
clothing, the comfort zone in summer 
is somewhat higher than in winter. 
The upper area marked ‘Per Cent o! 
Subjects Feeling Comfortable” shows 





* Brewster, D. R., “ Air Conditioning as Applied t 
Furniture, Fixtures, and Other Interior Woodwork, 
Heating and Ventilating, February, 1931, p. 77. 
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f temperature and humidity. 
. shading is merely an indica- 
ntral tendency. A typical 
in a building in summer is 
3-° F. and 60% relative humid- 
‘lance at the position of the 
the chart shows that the above 
1 is far from the ideal. The 
is whether developments in 
litioning equipment have tended 
tend to remedy this unsatisfac- 
ituation. If so, there is great 
store for the manufacturers 
nstallers of equipment, as well as 
public utilities which provide 

r operating it. 
function of air conditioning is to 
the properties of the air so 
he requirements outlined above 
filled. In winter, complete air 
oning should heat, humidify, 
and circulate the air. Heat- 
humidifying regulate the two 
which vitally affect human 
rt. Provision must be made, 
ver, for circulating the conditioned 
that it comes in contact with the 
ns within the building. Air clean- 
essential only in certain cities or 
sual individual cases; it may or 
y not be included in the installation. 
[In summer, the functions of complete 
litioning are to cool, dehumidify, 
in and circulate the air. Here again 
o factors vitally affecting com- 
are controlled by the cooling and 
There exists 
















































imidifying processes. 
the necessity for conducting the 
tioned air to the place of human 
cupancy. The claim has been made 
comfort can be attained through 
ilation of air alone, but this is true 
if a positive current of air is caused 
As 


r cleaning, the same determinants 
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summer a& in winter. 
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Air-conditioning Equipment 


The equipment required to effect the 
entire winter air-conditioning function 
consists of heating plant, humidifier, 
filter, and power fan. ‘The conditioned 
air may be circulated by means of 
a central or a unit system. In the 
former, the air is heated, humidified, 
and filtered at a central point. The 
filter may be either dry or of the air- 
washer type. A central fan then forces 
the air through ducts to the various 
rooms. The common warm-air heat- 
ing plant uses this type of distribution 
in effecting partial conditioning. In 
the unit system, the air is heated, 
humidified and filtered in each room 
as a small fan circulates the air through 
a unit. The radiators usually found 
in buildings using steam or hot-water 
heat are suitable only for heating. 
They cannot be used in connection 
with humidifying,? cleaning, or forced 
circulation. 

Summer-air conditioning in general 
requires only one type of equipment 
not used in winter. A cooling plant 
replaces the furnace in controlling 
temperature. It also replaces the hu- 
midifiers incontrolling moisture. Cool- 
ing may be done by means of re- 
frigerated water or ice water. In 
each case, the air to be conditioned is 
brought in contact with the liquid. 
With the central system, this occurs in 
the air washer; with the unit method 
the cold water is piped to each room 
just as is steam or hot water in winter. 

In addition to cooling the air to a 
lower temperature, the cold water also 
dehumidifies it, a most important func- 
tion in producing comfort. Water be- 
low a certain temperature, called the 
““dew point,’ condenses moisture out 


2 Open pans, filled with water and placed on the 


nidity 
midity. 


radiators, do not add materially to the hu 
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The dew point is generally 
below 55° F., depending on the tem- 
perature and humidity of the air in the 
location. With the central system, 
more water actually leaves the air 
washer than comes in; with the unit 
method, moisture condenses on the 
coils and is piped off. There is another 
method of removing humidity by ab- 
sorbing it directly with silica gel. 
The dehumidified air then needs very 
little cooling; often city water is cold 
enough to be effective. Since the 
silica-gel apparatus is located cen- 
trally, the regular central system of 
air distribution is used. 
Winter Air 
From the point of view of require- 
ments, it has been seen that the typical 
conditions in buildings at present are 
relatively close to the ideal standards 
of comfort. Likewise, there is little 
to be gained in health, preservation of 
furniture, or economy from the use of 
complete air conditioning. Reference 
to the equipment concerned in winter 
work reveals the reason for this satis- 
factory condition. Nearly every build- 
ing is already provided with the most 
essential air-conditioning equipment, 
namely, the heating plant. It so hap- 
pens that natural phenomena supple- 
ment the furnace so that artificial 
control of humidity and air circulation 
is usually not required. ‘The moisture 
given off by human beings and arising 
from other sources usually maintains 
humidity above 20%. ‘The circulation 
provided by the natural rising of warm 
air removes the necessity of mechanical 
circulation. Only in large buildings 
using warm-air heating is it necessary 
to employ power fans. It is seen that 
the market for winter air conditioning 
buildings is fairly well 


of the air. 


Market for Conditioning 


in existing 
saturated. 
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In general, the addition of humid). 
fiers, fans, or filters to existing radiato; 
systems is very expensive. A doubj 
cost is incurred because the radiato _ 
replaced by the special units bring very 
low resale prices. The addition 
equipment to warm-air systems js [ess 
costly because the installation is centr, 
and nothing need be replaced. Hy. 
midifiers and dry filters here are ver, 
inexpensive—in fact, most moder 
warm-air furnaces include both with , 
negligible increase in price. However. 
the very low price of these appliance; 
causes them to be an unimportant 
factor in the future of air-conditioning 
sales. ‘The market has been flooded 
recently with combination power-fan 
and air-washer devices for warm-air 
plants. ‘The air washer is advertised 
as a filter and humidifier. It does 
fulfill both these functions, but at a 
much higher cost than necessary. For 
instance, for a nine-room house, a dry 
filter costing about $10 and a humidifier 
costing about $15 will remove almost 
as much dust? and provide just as much 
humidity* as an air washer and fan 
selling for $275. 

The new construction market does 
not suffer from the additional expense 
of replacing radiators with special units 
The cost of a central or unit system is 
about the same. However, here also 
there is a wide differential between the 
cost of present heating practice and of 
complete conditioning. 

It is a very important point that nm 
new invention has been developed 
which would make superior winter 
heating less expensive. All the appli- 
ances for complete air conditioning 
described above have been available 








3 Performance chart, Owens-Illinois Glass Com- 
pany, Sheet Metal Worker, December, 1931. 

4 The Air We Live In, a publication of the Holland 
Furnace Company, Holland, Michigan. 








, sie 
ty S 
r yeals. 
or 
P 


[he mark 


quipmen 


to be prot 


From t 

5 in 
e far fr 
je to t 


summer ¢ 
electric fa 


ing devic 


build: 
mbinat 
winter us 
a *coolin 
ence to 1 
quiremen 
that only 
is this tru 
ruse W 
seen that 
wise hum 
and 
incomfo: 
unicipa 


legrees 1 


4 


L¢ 








Some reductions have been 
hed by the manufacture of 
factory-assembled units, but 
remains excessively high in 

to the additional benefits 
ent winter heating practice. 

rket for winter air-conditioning 
‘nt, therefore, does not appear 
mising. 

r Summer Air Conditioning 
the point of view of require- 

summer, typical conditions 
ym ideal. ‘This is, of course, 
the relatively limited use of 
equipment at present. Small 

fans are the only air-condition- 
es employed in the majority 
lings. Manufacturers selling 
ation air washers and fans for 
ise claim that they also provide 
ling effect” in summer. Refer- 


to the preceding sections on re- 


ents and equipment will reveal 


only in exceptional circumstances 


rue. ‘The air washer is intended 
with city water, but it has been 
at the water must generally be 
5 degrees to be effective. Other- 
imidity is actually added to the 
1 conditions are made more 
ortable than before. Very few 
palities provide water below 60 
in summer. Secondly, circula- 
summer air with the power fan 
ive only if the occupant of the 
in direct line with the blast 
register. An ordinary elec- 
is less expensive and more 


' nt 
iC LiL. 


basis for summer cooling is 


rated water, ice water, or direct 


removal with oil or with 
W. H. Carrier estimates that 
sts of heating, ventilating (re- 
» above as ‘“‘distribution’’), 
ling, respectively, are about 





THE AIR-CONDITIONING 


2 


EQUIPMENT INDUSTRY 3 


WN 
we 


equal.° In terms of present heating 
practice, the cooling plant alone is 
considerably more than one-third of the 
total cost. This is due to the fact that 
the heating plant also includes a por- 
tion of the ventilating or distributing 
system, namely, piping and radiators. 
Therefore, in complete summer con- 
ditioning, the cost of cooling alone is 
by far the largest element. At the 
same time, it has been seen that sum- 
mer conditioning is not justified unless 
cooling is included in the equipment. 
The cost of cooling must be considered 
as the determinant in a market survey 
for summer air conditioning. 

Specific installations of refrigeration 
reveal an average initial cost of about 
$400 per ton. Since the smallest 
space in which cooling is practicable 
requires over one ton,’ it is evident that 
cooling is very expensive. ‘The use of 
ice greatly decreases the initial cost, 
but increases the operating charges 
proportionately. In general, when the 
three methods are adapted most effec- 
tively to the types of installations 
requiring them, their relative costs are 
about equal. 

Little evidence exists that the expense 
of cooling can be greatly reduced. 
Improvements in design have revealed 
no important economies. Cost reduc- 
tion could be accomplished if refriger- 
ators were placed on a mass-production 
5 Carrier, W. H., “‘ Refrigeration in Air Condition- 
ing,” Ice and Refrigeration, March, 1931. 

6 Schalck, E. W., “‘Cooling Theaters with Ice,” Ice 
and Refrigeration, May, 1931, p. 379. Hardgrave, A., 
‘Comfort Cooling in Theaters, Restaurants, and 
Buildings,” Ice and Refrigeration, December, 1931, 
p- 416. Lewis, S. R., “Cost of Residence Heating 
and Cooling,” address before the American Gas 
Association Convention, October 12-16, 1931. Re- 
port of installation received from H. E. Morton, 
refrigeration engineer, of the B. F. Sturtevant Com- 
pany, Boston, Mass. 

7 A ton of refrigeration is the capacity to pump heat 
equivalent to the amount removed by a ton of ice 


melting in 24 hours. 
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This would require a very large 
volume, however, for the variety of 
installations necessitates a great num- 
ber of sizes. At present, most installa- 
tions require a plant made to order. 
Some economy may be effected through 
careful engineering of design and oper- 
ation. Scientific knowledge of air-con- 
ditioning practice is still very limited, 
and the present increasing interest is 
prompting much research by manu- 
facturers and public utilities. 

The market for summer air condition- 
ing depends upon the requirements of 
different types of buildings and upon 
the purchasing power of the owners. 
Theaters have been the pioneers of air 
conditioning, and the increasing public 
interest in air conditioning may be 
attributed somewhat to the noticeably 
changed conditions in the moving- 
picture houses using this equipment. 
As is shown in Table I, by far the 
greatest installation-to-market ratio is 
in this field. Cost per patron is be- 
tween I¢ and 2.5¢.8 The reduction of 
the summer-attendance slump has con- 
tributed enough volume to return the 
cost of installation in many theaters. 
Limited financial resources appear to 
be the only deterrents to further adop- 
tion of air conditioning by theaters at 
present. 

Another division of the market which 
depends on the same fundamental 
appeal as the theaters includes restau- 
rants and hotels. W. H. Carrier 
estimates that about 10,000 of the 
100,000 establishments in the country 
should be considered prospective users 
of air conditioning.® Here, as in thea- 
ters, the patron purchases not only the 
be it entertainment or food, 


basis. 


product, 


® Harbula, M. G., ‘‘Air Conditioning Design for 
Theaters,” Heating and Ventilating, December, 
I 131, p. 40 
’ Carrier, w. H. op. cit., footnote 5. 
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but comfort as well. Pleasant gy, 
roundings command a premium. T}, 
cost for restaurants is comparatively 
high because of the small number ;: 
cubic feet per person and the heat fro, 
the kitchen. Operating costs of ; 








Taste I. PorentiaL CoMMERCIAL Marker 
CoMPARED WITH PRESENT CoMPLETE Ajp- 
CONDITIONING INSTALLATIONS 
(Partial Figures) 

| 
| Estimated | 
Total Potential | * _ 
Type of Building amber installa Present 
, ’ of tions Next "Be 
Buildings Few — 
Yearst ous 
| 
Weaters.......) 23,900" 4,000 300 
Dept. Stores. .. fe eee 25 
Office Bldgs....| 10,000t 2,000 | 12 
Benks......<<.) 28,000" 1,400 | 12 
MOE 6icivenccl SOOO toe ob ..k ccs 3 
Hospitals...... SMO fica. enue I 











Note: No record is given of installations in 


building classes. 

*C. H. B. Hotchkiss, 
Oct., 1932, p. 72. 

t W. H. arrier, ‘‘ Refrigeration in Air Conditioning 
and Refrigeration, March, 1931. 

t National Electric Light Association, pamphlet, N 
ber, 1932. 
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Carrier installation averaged about i¢ 
However, a restaurant seat- 
ing 100 people enjoyed an increase ir 


a meal.” 


daily receipts averaging $148 during th 
summer of 1931.!! 
tor is very troublesome. 


tion would be burdened with id 
equipment about 96% of the yea 


Under such conditions, ice is by far the 
least expensive method. There is un- 
considerable field for the 


doubtedly a 
ice manufacturer 
tracts. 


in restaurant 


10 Carrier, ibid. 
11 Harbula, M. G., 
Heating and Ventilating, 


**Air Cooling for Restaurants 
August, 1931, p. 41. 


The peak-load fac- 
A “‘one-meal” 
restaurant using mechanical refriger- 


con- 
As the public gradually grows 
accustomed to air conditioning, com- 


+ 


Ne « 


Ou 





and 


iverd 


> 1S W 


gh et 


ext nsivel 


work 
y i » 


he 


ers, 


lack 


second f 


patronage 


t 


VC 


4 


MCceé 


TI 

ii 
1 

VULIC 


willing 


r 


T 


l¢ 


‘$ In 
e vit 


lings 


the 


SLS of t 


| 


27) 
alliU 








netiti ll probably force its continued 

Th .doption by restaurants. 
| . rooms are a less satis- 
Carrier estimates that 
cost would be about $250 
nd thereafter the daily cost 
would be 20¢ per room.!? 
gs basis, this is a 4% increase. 
fertile field may be the tran- 
, tourist market in summer. 
— The average person staying for a short 
willing to pay rates above his 
ig standard. Because of the 
hat in most hotels not all the 
ccupied except at peaks, there 
tendency to avoid complete 
g and to use ice coolers in 
the rooms. Carrier estimates 
cost to cool one room is over 
great per square foot as the 
cool the complete building 
the heat from the inside 
Since hotels must build up a 
ng appeal for patronage, air condi- 

ng should prove of value. 

Banks and office buildings are a 
h large division. The effect of 
n the efficiency of office workers 


,y ont ' + 
rt f VPUCSL 


ne of the dominant factors. Al- 
h eficiency engineers have gone 
ively into its effect on industrial 


ers, very few data are available 
“white-collar class” because of 
ck of consistency in tasks. A 
nd factor is that of increased 
nage brought to shops and medical 
in air-conditioned buildings. 
lhe vital question for most owners of 
lings is whether the tenants will 
illing to pay an extra differential 
the advantages. The operating 
f two Carrier installations were 
man hour. In the 


3¢ per 
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Union Guardian Building, Detroit, the 
cost per man hour was 1.1¢.'4 In- 
creased worker efficiency may well 
return this differential. The public 
may reward with greater patronage 
shops maintaining comfortable condi- 
tions. One instance of profitable in- 
stallation is on record: an office building 
in Los Angeles installed air condition- 
ing, making a net profit of $15,131 or 
15.5% on its investment through raising 
rentals, converting a court into rentable 
space, and experiencing less tenant 
change.® 

Department stores are taking up air 
conditioning because of the great sales 
advantage gained in inducing customers 
to come in and “‘shop around.” ‘The 
cost of Carrier installation was 32¢ 
operating charge per square foot of 
sales area,’ a relatively high cost due 
to the concentration of people. The 
higher the concentration, however, the 
more will be returned on the invest- 
ment through increased sales. 

Unit and chain stores do not share 
the “‘shopping around” advantage of 
department stores. ‘The consumer usu- 
ally goes to the smaller outlet for a 
specific product, and a preference for 
stores because of comfortable condi- 
tions will occur to an important degree 
only for certain types. Drug stores, 
beauty shops, millinery stores and 
others with special characteristics will 
be the leading prospects. ‘The usual 
installation will probably be an ice 
system, either unit or central, because 
of the small capacity required, the lack 


14 Wells, E. P., “Operation of an Air Conditioning 
Plant in a Large Office Building,” Ice and Refrigera- 
tion, December, 1931, p. 460. 

16 Based on a report received from H. E. Morton, 
refrigeration engineer, of the B. F. Sturtevant Com- 
pany, Boston, Mass. 

16 Carrier, op. cit. 











of space for cooling towers, and the 
limited financial resources. 

Railroads have adopted air condi- 
tioning with rapidity. The elimina- 
heat, smoke, dust, and noise is 
very satisfactory, and it may do much 
to retrieve passenger traffic lost to the 
bus and private automobile. ‘This is 
limited, however, by the fact that 
competition between these forms of 
transportation is primarily on a price 
basis. There is little published in- 
formation on costs. Almost every type 
of cooling has been tried, but the use 
of by-product steam seems to give the 
advantage to the steam-jet system of 
refrigeration. 


Residential Market 


The field exciting the widest public 
interest is the residential market. If 
its tremendous volume, over one-half 
that of all building, could be turned 
into actual sales, the air-conditioning 
industry would be a leader among the 
building trades. 

The apartment-house division is com- 
parable to hotels as to cost. For a 
six-room apartment renting for $125 a 
month, the cost of 20¢ per room per day 
for air conditioning would mean an 
extra monthly expense of $36 or a 29% 
increase. ‘There is little doubt that 
this is too wide a differential for the 
average tenant to contemplate. 

The home-market is much 
than the apartment field. It is also 
more difficult to approach because of 
the great variety in size, design, insula- 
tion and value of houses. As brought 
out above, the complete installation 
cost of heating, ventilating and refrig- 
erating, respectively, is about equal. 
Information from various sources con- 
firms the fact that the cost of heating 
without oil burner, 
of the total home 


tion of 


larger 


equipment alone, 
averages about 6% 
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cost.” Since the 6% figure include 
duct work, the cost of complete ,j, 
conditioning with refrigeration should 
be about 15%. This figure will no 
apply to houses of low value, say Seeme 
because this type of dwelling i is usually 
poorly insulated, and the amount 
refrigeration required will not be at ; 
higher ratio per square foot and pe 
dollar value. In any case, the estimate 
is rough and may vary as much as 3% 
or 4%, but it is sufficient to indica: 
that only the higher-value home wi! 
be able to afford the differential 
refrigeration at present prices. As the 
house increases in cost, a greater marg’ 
is available for alternative Sonieaiiien $. 
The important point is that the home 
owner must pay for the refrigeration 
without any prospect of receiving 2 
monetary return on his investment. 
Business enterprises are able to finane: 
their plants by taking very small incre- 
ments from each customer and spread- 
ing the cost over many. Increased 
volume of business often makes advance 
in prices unnecessary. ‘The consume: 
pays for the plant without knowing it 
The home owner, on the other hand, 
must pay for every hour of comfort 
out of his own pocket. Very few 
houses, however, can be properly ai 


conditioned with less than two tons of 


refrigeration; dwellings of sufficient 


value to allow a margin for alternatives 


require considerably more than this 
Consequently, the minimum cost 
refrigeration is about $1,000 and in the 
majority of cases it would be $2,00 
to $3,000 

The possibility of using ice is mor 
favorable. For a seven-room centra 


installation, the cost of insulated melt- 
ing tank, water pump, and installation 





7 Holland Institute of Thermology, “Air Mot 
Quotations ! 


in the Home,” Bulletin $2, 1928. 
Boston and Washington contractors. 





1 





iber 0! 


a con 


lr e stron 


come 
e meitin 


| 


] 
stalled, 


rne cost O 


nd depr 
nly abou: 
parab 


mparati 
uld not 


existing | 


narket fo 
\ secon 
ith tne < 


dollar. I 


selling 
nsisting 


because t 
the same 


nterestin: 


experienc 


t the hor 
low 


plete air 


nits hav 
A third 
vith builc 
nd Johns 
being 


THE AIR-CONDITIONING EQUIPMENT INDUSTRY 357 


t run over $300.8 ‘This figure temperatures by their use, and at very 
the means of a much larger reasonable cost. For instance, com- 
f home owners than the cost plete insulation of the walls and roof of 
mparable refrigerating unit. a typical 10-room house costs about 
ngest resistance would prob- $550 when the house is being built, and 
from the feeling that, once $750 when occupied.” In many cases, 
ing and spraying equipment is_ this renders refrigeration unnecessary. 
will not be used because of Competition from insulation is not a 
t of ice. However, the interest problem in the commercial field, be- 
epreciation charges would be cause buildings are generally well in- 
ut $38 per year while those ona _ sulated when first constructed, and heat 
ble refrigerating unit would be gains result from the large number of 
$190. In the former case, the persons relative to the space, radiation 
nparative loss on the idle investment through windows, and other sources. 
ild not be large. A fourth element of competition is 
re are several specific limitations the preference to spend the money 
e home market. The first is required for air conditioning for a 
large number of higher-value vacation during the hot season. This 
are equipped with radiators, is particularly applicable where cool 
install air conditioning means vacation territory is near at hand or 
expense. In both the com- where the hot season is short, rather 
| and residential fields the pres- than long, steady, and oppressive, as it 

of radiator heating systems in_ isin parts of the South and West. 
buildings greatly limits the 

irket for air conditioning. 

\ second difficulty is the competition During the past three years there has 
the oil burner for the consumer’s' been a great influx of manufacturers 
(his is more real in the case of factory-assembled equipment for 
ing air-conditioning equipment homes and small buildings. Nearly 
ting only of fan and air washer, a third of these producers have never 
1use the installation cost is about before made heating or cooling equip- 
e same as the oil burner. It is ment.?!_ Whether the majority of them 
nteresting to note from the oil-burner_ will survive is a matter of conjecture. 
rience how slow the development One significant point is that at present 
home market has been. Witha_ there are no important patents protect- 
lower priced product than com- ing any of them from direct competi- 
air conditioning, only 600,000 tion. A second is that the equipment 
ts have been sold since 1922.!° offered by the majority of them is to 
\ third limitation is the competition be sold without refrigeration and is 
building insulation such as Celotex designed for winter air conditioning or is 
! Johns-Manvillerock wool. Houses’ claimed to be an aid to summer cooling. 
being kept at fairly comfortable The value of these types in relation to 
cost has already been reviewed. To 
M. D., “Ice Cooling,” Ice and Refrigera- Some extent, success so far may be the 


vi 


a 


Trend of Equipment Manufacture 


er, 1931, p. 133. 
s, C. H. B., “Air Conditioning for Small 2” Quotation of Home Insulation Company, Boston, 
’ Heating and Ventilating, October, 1931, Mass. 
21 Hotchkiss, op. cit., p. 68. 
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result of misunderstanding on the part 
of consumers as to what the equipment 
will really do. 

Department of Commerce figures 
show that sales of air-conditioning 
equipment declined from $13,500,000 
in 1931 to $6,400,000 for the first nine 
months of 1932.” The figures are not 
classified to show the trend of com- 
plete installations, and they undoubt- 
edly include much regular industrial 
equipment not connected with comfort 
cooling. However, they do_ reveal 
that air-conditioning sales have not 
gone counter to the general trend of 
depression. 


Conclusion 


The following conclusions may be 
noted: 

1. The market for winter air-con- 
ditioning equipment is already fairly 
well saturated due to the precedence of 
furnace heating. 

2. Because of the small advantages 
obtained over present heating methods, 
the market for additional winter air- 
conditioning equipment does not appear 
to be a promising field. The only 
significant cost-reducing factor over 
similar equipment available for many 
years is the lower production cost 
through large-scale factory assembly. 
These reductions do not offset the 
absence of real advantages. 

3. Air-conditioning equipment, such 
as air washers and power fans, now 
being marketed for summer air con- 


22 Bulletin, Department of Commerce, Bureau of 
the Census, November 5, 1932. 
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ditioning, provides cooling only unde: 
exceptional circumstances. . 

4. The basis of comfort cooling ;, 
summer is refrigerated water, ice wate, 
or direct moisture removal. The jp. 
itial cost of refrigeration is at present 
about $400 per ton. There js >, 
proved development in refrigeratioy 
design, manufacture, or installatioy 
which reduces its cost much below wh: 
it has been for a good many years. 

5. The market for complete air cop. 
ditioning for summer cooling is fair) 
good in theaters, department stores. 
restaurants, office buildings, railroad 
passenger cars, and some other enter. 
prises. ‘The cost is repaid throug! 
higher prices or greater volume 
business. An increasing public 
mand for air conditioning may result 
in competition forcing its further 
adoption. 

6. The market in the residentia 
field is not very promising. The in- 
itial cost constitutes too high a per- 
centage of total apartment rental 
home value except in the highest-pric: 
classes. ‘There is no monetary return 
on the investment. Competition fror 
various sources allied to comfort cooling 
or heating is very strong. 

7. Air conditioning is far from 
settled science, and new discoveries 0 
more ingenious applications of pres- 
ent equipment may bring substantia 
economies. However, present funde- 
mental costs have changed little 
compared to former years. The 10 
dustry appears to contain no inherent 
advantages which might cause it 
run counter to the trend of genera 
business during the next few years. 
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sOME ASPECTS OF RECIPROCAL PURCHASING 
By CHARLES E. DEVLIN: 


ECIPROCAL purchasing, as an 
aspect of both purchasing and 
lling policies, has assumed in- 
sing importance with the continua- 
n of the present depression and its 
characteristic—intensified 

na price basis. With a tre- 

is Overcapacity in industry and 

n extensive decline in commodity 
levels, industrial and public-util- 
panies are resorting to reci- 
in an effort to bolster badly 


sales. 


iple of Reciprocity Questioned 


wide variations in the use of the 
“reciprocity”? require a defini- 
(he ordinary use of the term 
that, in purchasing supplies 
a number of different sources, 
which offer goods at the same 
quality and service, a company 
favor its own customers with its 
‘ss. Problems of business policy 
ordinarily arise from a literal 
ation of this principle of reciproc- 
purchasing and selling. 
is to say, the question as to 


in 


f 
hat 
validity of the principle of reci- 


y arises because, by its very 
ture, everything in such an arrange- 
1.@., price, quality and service 
various sources, cannot 
jual. Purchasing, therefore, may 
probably be carried on largely 
the basis of possible future sales, 
the fundamental purchasing con- 
lerations, such as price, quality and 
ice, are consciously or unconsci- 

overlooked. 
hat reciprocity almost inevitably 
in increasing the expense of 


bet ween 


operation is shown by the tenor of a 
recent article in the New York Times. 
The writer of this article declares that 
the growing recognition of the impor- 
tance of reciprocity in buying and 
selling has resulted, in many cases, 
in the establishment of special depart- 
ments to handle such business on an 
“intelligent and scientific” basis. ‘The 
article contains a treatment of the 
development of reciprocity, indicating 
that it was originally a sales proposition 
and later an unwelcome addition to 
the purchasing department because of 
the additional expense incidental to 
handling such purchases. The latest 
development is the desire of purchasing 
departments to be rid of the burden- 
some additional expense. It involves 
the determination of the differential 
by which the expense, incurred under 
reciprocal agreements, exceeds such 
expenses as would be incurred under 
nonreciprocal purchasing practice, and 
the charging of such additional expense 
to the responsible sales divisions. ‘The 
alleged justification for the payment 
of a higher price for commodities 
purchased under reciprocal arrange- 
ments is the possibility of an increased 
sales volume which would result in a 
net gain to the company. 

In discussing reciprocity, two general 
issues are raised: can such relations 
be justified when considerations of 
price, quality and service between 
different sources are not the same; and, 
if not, can they be justified when price, 
quality and service are the same? 
Professor H. T. Lewis in his forthcom- 


1 November 6, 1932. Section IV, p. 8. 
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ing book,? declares that, ‘“‘broadly 
speaking, the issue is not debatable 
when reciprocity involves substantially 
inferior products or higher prices—or 
when it involves poor service or quality, 
even though it may be compensated 
by the increased profit from sales. 
When price, quality and service are 
the same, the issue is debatable.” 
Even at the outset it would be difficult 
to justify reciprocal relations, from the 
standpoint of long-time business policy, 
when price, quality or service are 
ignored in purchasing. The New York 
Times article, cited above, and recent 
testimony on the subject before the 
Federal Trade Commission and the 
Interstate Commerce Commission in- 
dicate that, debatable or not, the prob- 
lem exists openly and defiantly in rather 
substantial form and invites criticism. 

The whole problem of reciprocity 
in purchasing involves numerous issues, 
affecting the purchasing and sales de- 
partments of a company in particular 
and the industry itself in general. 
There is, for instance, the question of 
whether or not reciprocity results in 
expanding the market for a product or 
whether it merely causes a displacement, 
1.¢., the addition of new customers but 
at the same time the loss of old cus- 
tomers. Also, there is the question 
of the extent and kind of legal responsi- 
bility and liability arising from the 
provisions of the Federal Trade Com- 
mission Act and the Interstate Com- 
merce Act. Considerations as to how 
far a company may go in reciprocity 
before indulging in unfair competition, 
in the case of an industrial company, 
or before indulging in practices prej- 
udicial to public interest, in the case 
of railroads, are a propos of the legal 
issues involved. 


2 Industrial Purchasing, not yet off the press, 
Chapter XI, MS p. 15. 


Other general effects may be noted. 
The effects of such a policy on personnel 
involve a redefining of managemen; 
objectives, particularly with regard tp 
the delegation of authority and responsi. 
bility in departmental organization, 
An inquiry into bidding technique wijj 
indicate the degree of its adaptability 
or nonadaptability to various purchas. 
ing practices under reciprocal condj- 
tions. Furthermore, goodwill factors 
arising from reciprocal agreements must 
be weighed against possible jll-w;lj 
arising from ill-advised sales-promotion 
efforts. Finally, the correlated prob. 
lems of costs and costing compared 
with possibly increased sales will indj- 
cate largely whether or not a justifica- 
tion exists for reciprocity from the 
economic standpoint. 


Federal Trade Commission Investigations 


Concrete evidence of the existence 
of reciprocal relations in purchasing is 
afforded by a study of the minutes 
of the hearings conducted separately by 
the Federal Trade Commission and 
the Interstate Commerce Commission 
during the years 1930-32. The Federal 
Trade Commission directed its investi- 
gations specifically toward the Mechan- 
ical Manufacturing Company, naming 
as co-respondents the traffic officers of 
Swift and Company, and toward the 
Waugh Manufacturing Company, nam- 
ing as co-respondents the traffic officers 
of Armour and Company. The charge 
in each case was the use of unfair 
methods of competition in inducing 
and compelling the railroads, in viola- 
tion of Section 5 of the Federal Trade 
Commission Act, to purchase supplies 
from the respondents, using the big 





3A resumé, week by week, of the hearings con- 
ducted by both Commissions is contained in t! 
volumes of Railway Age for these years. 
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trafic as a club to force the 


Oteqd Dat io 


eee : 7 he Federal Trade Commission con- 
: ted its investigations by securing 
stimony of the traffic, purchasing 

ind rating executives of the larger 
railroad systems in the United States. 
Because the hearings were in the nature 


nites 2use UT! 


o f an investigation and not a prosecu- 
nd tion, it would be rash to place too much 
hasis on generalizations to be de- 
d from a cursory examination of 
evidence presented at the hearings. 
the same time, this material repre- 
results of the examination of 
ad files by 40 I.C.C. examiners 
, period of two years and indicates, 
large extent, the problems involved 


nts tne 


the In reciprocity. 

[he investigation had its origin in the 
publication of the following letter,‘ 
hich was forwarded to the executives 
f a majority of the large railroad sys- 
ice tems. After stating that “Swift and 
Company owns the Mechanical Manu- 
tes facturing Company,” the letter went 
by to explain that the latter company 
nd vas a manufacturer of packing-house 
: achinery and had lately decided to 
‘a make draft gears and shock absorbers 
for freight cars. ‘The letter then con- 
D- tinued, ““We expect our railroad friends 
1g to use these articles on a reciprocity 
: with the understanding that they 
mpetitively priced and second to 


ione.”’ These letters were signed, 
“Swift and Company, per W.A.M.,” 
initials being those of a traffic 


er. The publication of the letter 
nterested the Federal Trade Commis- 
and the cease and desist order 

ted. Somewhat later the Waugh 
Manufacturing Company and_inter- 
g ested Armour and Company officials 
made respondents to a similar 
ier. Subsequently all respondents 


4e¢, February 


2, 1929, p. 300. 
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filed briefs asking that the order be 
quashed on the ground that the prac- 
tices were not prejudicial to competitors 
and that they, furthermore, were out- 
side the jurisdiction of the Federal 
Trade Commission by virtue of the 
Packers and Stockyard Act of 1930. 

The subsequent hearings were 
directed toward the sales-solicitation 
efforts of the Swift and Armour officials, 
after their financial interest in the 
Mechanical and Waugh companies had 
been respectively established. An at- 
tempt was made to prove that the 
packers’ traffic officers brought pressure 
to bear on the traffic and purchasing 
departments of railroads by promising 
increases in packer trafhc in return 
for the purchases of the draft gear of 
the favored company, or by threats of 
the withdrawal of such traffic if in- 
creased purchases were not forthcom- 
ing. As an illustration of some of the 
pertinent correspondence admitted as 
evidence over the objections of the 
respondents’ counsel, the following let- 
ters taken from the files of the traffic 
manager of the Atchison, Topeka and 
Santa Fe Railroad are significant:° 

2/17/28 

I thought when we worked out some 
bumping post business for the Mechanical 
Company, it was going to amount to some- 
thing; but I am sorry to advise you that 
for the past six months the Mechanical has 
sold you only five posts. This hardly 
justifies the action we took with reference 
to our movements out of Kansas City. 
Please let me know what you have to say 
about it. 

In the same files the following letter, 
written four months later, was also 
introduced as evidence of reciprocity: 

6/23/28 

In the early part of May, I talked with 
you about the bumping post business for 
the Mechanical Manufacturing Company 


5 Railway Age, February 22, 1930, p. 479. 
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in which the Swift Company, and the 
writer, are interested. At that time you 
agreed to take the matter up with the 
operating department and post us. 

I enclose a catalogue showing these 
bumping posts, which most of the principal 
railroads are using as their standard, and 
I should like very much to have you, in 
view of the large volume of competitive 
traffic that we are favoring you with, take 
whatever action is necessary to see that we 
secure your bumping post business in the 
future. Please reply. 


These letters were written by the 
trafic manager of Swift and Company 
to further the sale of Mechanical’s 
bumping posts, while the case was 
largely centered on the draft-gear sales 
of the same company, the latter product 
having been pushed most vigorously 
during 1929. However, they illustrate 
the tenor of the demands made upon 
the railroads under the stress of severe 
competitive conditions in the solicita- 
tion of the highly lucrative Swift and 
Armour traffic. The case against the 
Mechanical Manufacturing Company 
and the Swift and Company traffic 
officials was made stronger in the case 
of the draft-gear sales, because this 
product at the time was new and un- 
tried as railroad-supply equipment. 
The Commission contended that the ex- 
tremely successful sales volume achieved 
by the Mechanical Company in 
their draft-gear business within the 
space of such a short time indicated that 
traffic considerations, and not the merit 
of the product itself, played the greater 
part in its sale. ‘This was later borne 
out, to some extent, by the testimony 
of the mechanical experts of the various 
railroads. A majority of those roads 
which purchased the gear for test pur- 
poses found, in testing, that they 
could not, from a mechanical stand- 
point, recommend their purchase as 
standard equipment. In spite of this, 


purchases of these gears were made by 
those same railroads in many cases 

Each railroad officer called as a wit. 
ness was asked to testify as to the atti. 
tude of his road toward reciprocity. 
The responses indicated that purchase; 
were quite generally made on a recip- 
rocal basis, providing quality and 
price were consistent with competition, 
That such a statement received a wide 
variety of interpretations is evident 
from collateral evidence presented, 
One road, for instance, while recogniz. 
ing reciprocity as a business principle, 
largely ignored it in actual purchasing 
practice. Other roads admitted that 
gears were bought before quality was 
determined and that they were often 
purchased at a slightly increased price 
(which might be justifiable, perhaps, 
if quality proved better than average) 
as a traffic expedient. 

The briefs of the final plea against 
the respondents in each case were 
largely the same. The attorney for the 
Commission urged the issuing of cease- 
and-desist orders requiring respondent 
corporations and individuals to dis- 
continue the solicitation of business by 
the means charged. The practice of 
such reciprocity was described as a 
“‘racket”” and as opposed to good 
morals, because it was characterized 
by oppression; and it was held therefore 
to be clearly an unfair method of 
competition which, if followed to the 
ultimate end and not stopped, would 
result in a dangerous tendency unduly 
to hinder competition and create 4 
monopoly.® The attorney for the Com- 
mission further declared: 

Respondents have created and taken 


advantage of a competitive weapon, op- 
pressive and coercive in nature, which 





6 From the brief of Everett F. Haycroft, attorne) 
for the Federal Trade Commission, Railway 4g, 
May 30, 1931, p. 1072. 
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istomers, to whom respondents 
r competitors are trying to sell 
their products, from exercising their free 
Wit- wl] and judgment in determining which 
atti- ice is the most efficient and will best 
; eir needs at the lowest net cost 
riod of time, and has thus injected 
ment into the competitive field . . 
“ip -hich is unfair and abnormal, tends to 
and reduce the efficiency and economy in the 
lon, sroduction and sales methods of competing 
vide ifacturers and gives to the concern 
= +hat controls the largest volume of traffic 
. infair advantage that will more than 
<q ‘set the higher efficiency in the produc- 
niz- ‘ion and sales methods of competing con- 
| hich control no such traffic, and 
force petitors either to abandon the 
A raft gear field, or to compete by gifts of 
ther valuable considerations to 
es of corporations controlling large 
' trafic unrelated to the draft 
, and thus hinder and restrain 
reedom of competition in the natural, 
mary and prevailing channels of trade 
e draft gear industry. 


ry . } - 
Ice rear industry 


ere [he Commission handed down its 
cision on the Mechanical Manufac- 
turing Company case in April, 1932, 
issued a cease and desist order 
the recommendations of its 
rney as shown above. At present, 
decision on the Waugh Gear Com- 
pany is still pending. 
It must be clearly emphasized that 
the investigation into the above two 
ses revealed, not typical, but rather 
of ‘treme examples in the field of reci- 
9 procity. At the same time the use of 
h material in a discussion of reci- 
rocity serves two purposes: it empha- 
zes the abuses to which the practice 
ultimately be subjected when 
wed to go forward without restraint 
nd, secondly, the investigation and 
the Federal Trade Com- 
sion are provocative of thought 
‘cause they may indicate the future 
toward the problem in 
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The 1.C.C. Investigation into General 
Purchasing Practices 


Concurrent with the above inves- 
tigations, the Interstate Commerce 
Commission conducted a broader in- 
vestigation into the general purchasing 
practices of railroads with a view to 
determining the importance, and the 
effects, of reciprocity in this very 
important industry. 

Further light was thrown on the 
subject of reciprocity by an inquiry 
into the bidding systems used by the 
railroads. It was found that the sys- 
tems varied in detail, but largely they 
embodied the following features: a 
bidding list is prepared by the purchas- 
ing department originally and contains 
the names of such firms as (a) could 
handle the company’s requirements 
from a productive standpoint, (b) are 
financially responsible and (c) produce 
goods of an acceptable quality within 
the general range of prices. ‘The bid- 
ding list is revised annually or semi- 
annually, new names being added at 
the request of the traffic department’ 
and/or at the request of a producer 
not yet included, provided approval is 
granted. Names are dropped from 
the list for persistent refusal to bid, 
persistently high bids, or because the 
firm cannot fulfill purchasing require- 
ments. It was generally denied that 
names were dropped from the bidding 
list at the request of the traffic depart- 
ment for alleged refusal to favor the 
road with a volume of traffic. 

The invitations to bid are sent out 
to all firms which are on the list and 
are opened at afuturedate. When the 
low bid is determined, friendly shippers 

7 The traffic department of a railroad is, of course, 
the sales organization of a railroad and is not to be 
confused with the traffic department of an industrial 
company which handles the receipt and shipment of 
products. 








364 HARVARD BUSINESS REVIEW Q5 


are given an opportunity to revise their 
bids accordingly. If the bids of the 
friendly shippers are so revised, the 
contracts for purchases are awarded 
on the basis of the percentage of com- 
petitive traffic received from each ship- 
per, while at the same time a portion 
of the contract is awarded to the orig- 
inal low bidder for establishing the 
current market price in his bid. If the 
friendly shippers refuse to revise their 
bids (they are generally not expected, 
in revising their bids, to quote prices 
lower than the original low bid), the 
original low bidder receives the contract. 

The one radically different procedure 
in bidding for railroad purchases is 
carried on under the provisions of the 
Clayton Act. In bidding here, the 
carrier, under specified circumstances, 
must award the contract to the most 
favorable bidder. This system of bid- 
ding is applicable only when purchases 
amount to more than $50,000 in the 
aggregate, in any one year, from a 
corporation with whom it has inter- 
locking directorates or employees. 

The investigation showed that it was 
general practice, although not universal, 
for the purchasing and traffic depart- 
ments to exchange monthly reports of 
the activity ineachdepartment. ‘Thus, 
the purchasing department received the 
tonnage reports of the road’s shippers 


for their information, and_ the 
trafic department received the list 
of purchases, by sources, from the 


purchasing department. ‘The use made 
of these exchanged reports varied, as 
indicated by the testimony, although 
the assumption is that they were used 
by the trafic department for future 
solicitation and by the _ purchasing 
department as a guide for future 
purchasing. 


The testimony of the purchasing 


agent of one of the large railroad sys- 


tems*® indicated that the purchasip, 
of requirements was made on substany;. 
ally different bases when different com. 
modities were involved. Lumber, {,, 
instance, was purchased solely op , 
price basis, oil was purchased largely 
on the basis of traffic received, ap; 
coal contracts were awarded to on-liy. 
shippers on a basis of revenue tonnap: 
received. Steel rails, because of th 
degree to which they have been stan¢. 
ardized in price and quality, wer 
purchased almost wholly on the basi 
of competitive traffic received. 

The question as to whether or not jt 
is justifiable to pay other than th 
lowest-bid price for materials has re. 
ceived a wide variety of answers from 
the railroad executives as well as from 
the shippers. Many felt that it was 
definitely unsound, while others justi- 
fied it as an expedient for increasing 
trafic volume. One railroad purcha:- 
ing agent who has insisted on the pur. 
chase of lumber on a price basis received 
the following letter from a large wester: 
lumber company :* 


Seattle, Wash 
10/31/27 
It will be interesting to you to know that 
practically all, if not all the Western Line: 
do not necessarily place their lumber orders 
with the concern quoting the lowest price 
If the purchasing agent gets five or ter 
thousand dollars worth of competitiv: 
freight from us by giving us a lumber orde: 
that cost him $500, he figures he is workin: 
for the best interest of his railroad and fo 
the life of me I cannot see why any railroa 
purchasing agent would figure any differ 
ently. Just as long as you insist on making 
your lumber purchases on a dollar an 
cents basis only, you may be assured tha! 
we are going to give our tonnage to someon 
who makes their purchases on an entire! 
different basis. 


8 Railway Age, October 18, 1931, p. 811. 
® Railway Age, October 4, 1930, p. 712. 
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purchase of coal, still another 
was found to exist among rail- 
executives. They declared that 
higher prices were paid 


eent110P 
Luu 


nally 


‘or coal purchases in order to keep 


ine mines operating, justifying this 
q the ground that it was desirable to 
so in order to maintain the assurance 

, easily accessible supply. 
The question is raised as to whether 
of such premiums on 
irchases is not tantamount to a 
» the shipper and hence illegal 
the Interstate Commerce Act. 
premium is paid as a sop thrown to 
ppers in an effort to increase com- 
tive traffic, it would appear evident 
the practice is in substance, and in 
a rebate to the shipper. Where 
alleged that the necessity for 
-cting local sources of supply is 


payment 


te ¢ 
te Te 


eal, the practice has a problematical, 


not altogether actual, justification 
m a business standpoint. 

The results of the investigation led 
» examiner in charge to recommend 


wo radical changes in transportation 


purchasing and procedure in order to 





lavorable to their shippers. 


prevent 


re 
WCrt 


the alleged abuses of reci- 
rocity. First, he recommended that 

rights of shippers to specify the 
uting of their shipments should be 


ULIDY Ol 


rescinded, and second, he suggested 


the Commission should petition 
r authority from Congress to require 


that the railroads purchase only under 


ed competitive bidding, which bids 
to be opened only in public. In 


; supporting arguments the examiner 


lmitted that full and conclusive evi- 
of the widespread existence of 


eciprocity was lacking, largely due to 
the lack of whole-hearted cooperation 


m railroad officers who believed that 

trathc of their roads might be 
affected by testimony un- 
At the 


j , 
lversely 
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same time, he stated that it was evident 
to him that such officers would welcome 
any relief from the burdensome aspects 
of reciprocity.” 

The Commission has not yet taken 
action upon the recommendation. It 
would appear, however, that the rec- 
ommendations, while based on a sound 
desire to rid the railroads of a practice 
which appears to be uneconomical and 
burdensome, would accomplish but 
little toward the objective in view. It 
is, from a practical standpoint, impos- 
sible to deprive shippers of the right to 
specify the original line and the deliver- 
ing carrier in making their shipments, 
for such would result in hopeless con- 
fusion in the distribution of goods. 
Refusal of the right to specify the 
intermediate carriers, therefore, is the 
only practical possibility, and the re- 
sults of such a course would hardly be 
of great benefit. The proposed bidding 
arrangement would affect the most 
efficient purchasing of the railroads 
unfavorably because the inelasticity of 
sealed bidding would result in heavier 
equipment inventories, increase clerical 
and advertising expenses if it would be 
necessary to bid on every item, and it 
would force the Commission to super- 
vise this purchasing directly, with the 
obvious result that it would be faced 
with the highly impractical task of 
solving the daily managerial problems 
of the railroads." 


General Question of Policy Involved 


The practice of reciprocity is not, per 
se, objectionable and cannot be con- 
demned when the purchaser is allowed 
to use his free will and best judgment 
in consummating a sale. In theory, it 


1 Railway Age, January 23, 1932, p. 167. 

11 From the brief of the committee appointed by the 
Association of Railway study the 
Railway Age, April 16, 1932, p. 648. 
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could be said that the practice of 
purchasing from one’s customers is the 
natural one and leads to cordial rela- 
tions between the purchaser and the 
seller. Yet in practice the theory has 
undergone a metamorphosis which 
makes it appear that the abuses aris- 
ing from an innocently conceived policy 
have grown so large as to cast doubt 
upon the soundness of the underlying 
theory. 

It appears probable that the simple, 
unadorned and unabused forms of 
reciprocity cannot operate without giv- 
ing rise to abuses. If the most im- 
portant and obvious advantage of 
reciprocity, the creation of goodwill, is 
considered, it is not difficult to see that 
it may become a boomerang under the 
stress of competitive conditions. The 
letters exhibited above are an extreme 
illustration of this. The purchasing 
agents who received these letters would, 
no doubt, have the feeling that the 
demands made on them were an at- 
tempt to force them to purchase against 
their better judgment. Such practices 
would seem to violate the principles of 
sound sales and business administration. 

There are, in addition, personnel 
problems which arise as a result of 
persistent indulgence in _ reciprocity. 
If, for instance, the president of a 
company approves of a purchase order 
over the protest of the purchasing 
agent or without consulting the pur- 
chasing agent, friction results, for the 
purchasing agent feels that his author- 
ity in the purchasing department has 
been questioned, while his responsi- 
bility for the successful operation of 
that department remains. Moreover, 


if the purchasing agent orders materials 
and supplies over the protest of the 
plant engineer, who feels that such 
materials and supplies are not in com- 
pliance with standards of quality, addi- 


tional departmental friction is created 
It is an accepted principle that ony 
organization, to be successful, must 
delegate authority commensurate with 
responsibility. Reciprocity adds very 
greatly to the problems of adjusting 
such delegations of power in pursuance 
of an efficient organization. 

That there are certain fallacies jp 
the principle of reciprocity is clearly 
evident. It is argued, for example. 
that sales are increased and the marke: 
expanded by the use of reciprocal 
agreements. Such is not the case. 
except in a few isolated and unusual 
cases. Reciprocity merely brings about 
a displacement of sales, 1.¢., sales to 
some firms are increased but, at the 
same time, sales to other firms are 
lost, because this practice, by its very 
nature, involves favoritism to some and 
discrimination against others. The ob- 
vious result is that those who are 
discriminated against turn elsewhere 
for their requirements. ‘Thus the com- 
pany has robbed Peter to pay Paul, and 
the market for its products has not been 
expanded. 

The illusion that sales are increased 
by the use of reciprocity arises, largely, 
in the overly sanguine promises of 
future increases in reciprocal purchases 
on the part of the seller. In their zeal 
to sell, manufacturers greatly over- 
estimate future purchasing  require- 
ments with the result that promises 
are never kept and ill-will results. 

Some companies are so firmly con- 
vinced that reciprocity increases their 
sales that they are willing to pay a 
premium, when purchasing under such 
agreements, in order that the increase 
in sales resulting therefrom will bring 
an increased net return to the company. 
Obviously if the company offering the 
premium were the only one in the field 
indulging in the practice, increased 
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Cated iC 
t os uld be possible. But as soon 
must a company pays a premium on Its 
with to increase its sales, com- 
Pere lo likewise, and the result is 
Sting pany increases its sales 
lance while each has paid a higher 
its purchases than it would 
sin therwise have done. Under these 
arly the transaction has not 
ple. ited in a net gain but rather in a 
rket et loss to each company involved. 
Ocal In commenting on a case involving 
‘ase 1yment of such a premium in the 
sua purchase of trucks, M. T. Copel.nd 
out rly portrays the dangers of the 
t practice and concludes the commentary 
the with the statement that “reciprocity 
are purchasing at a price differential 
ery yas unsound economically and also 
n have encouraged laxity in busi- 
»b- ness standards.”!?_ After studying the 
ire ences of reciprocity in railroad 
Te purchasing as brought out in the in- 
n- vestigations reported above, Carl F. 
declares that, “‘the indis- 


riminate participation in reciprocal 
ng practically amounts to a slash- 
rates (referring specifically to rail- 
that is in violation not only of 
lished schedules but also of sound 
s methods.’’!8 
he charge that reciprocity increases 
rating costs has not been definitely 
ven, but evidence presented in the 
vernment investigations, the state- 
ts in the New York Times article 
and the increases in 
al work necessary to carry on 
‘ciprocity point to that conclusion. 
(he instances in which quality and 
rice were disregarded in railroad pur- 
ising logically indicate increased op- 


} | 
ed above, 


and, M. T., “The Herkimer Steel Case,”’ 

vard Business Reports, p. 362. 
sch, Carl F., Policy and Ethics in Business. 
w York: McGraw-Hill Book Co., Inc., 1931, p. 338. 
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erating expenses, both directly and 
indirectly. The Times article shows 
that a differential in reciprocal costs 
above the regular purchasing costs 
was recognized to the extent that 
“scientific” practice dictated that such 
additional costs be charged to the re- 
sponsible departments. Furthermore, 
the fact that many firms have found it 
necessary and desirable to create special 
departments to handle reciprocal agree- 
ments points to a specific increased 
cost, that of maintaining the depart- 
ment itself. The increases in clerical 
work incidental to reciprocal purchasing 
were not entirely measured by the 
volume of railroad correspondence in- 
troduced as evidence before the Inter- 
state Commerce Commission. Much 
of the reciprocal buying is evidently 
done under verbal agreements, and it 
would be impossible to measure accu- 
rately the costs of such additional time 
and effort. However, the data indicate 
that expenses of increased paper work 
in connection with this practice are 
real, even though the full extent of such 
expenses cannot be measured. 

A consideration of the legal aspects 
involved as yet indicates no clear-cut 
stand on the question of reciprocity. 
The decisions of the Federal Trade 
Commission suggest that this body 
considers that reciprocity gives rise to 
unfair competition because the larger 
firms have a competitive advantage 
based on sales and traffic rather than 
on manufacturing and operating efh- 
ciencies, and thus technological progress 
is materially hindered. It is still a 
question, however, as to how far a 
company may carry reciprocity before 
inviting governmental investigation; 
the cases upon which the Federal 
Trade Commission based their decision 
are taken to be extreme examples of 
the abuses that may arise. ‘The deci- 
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sions of the Interstate Commerce Com- 
mission are, as yet, problematical. As 
pointed out above, however, these 
decisions may seriously affect all indus- 
try if the recommendations of the 
investigator are followed, without mate- 
rially preventing the practice. It is 
quite evident that firms practicing 
reciprocity are skating on thin ice 
legally and that, from the standpoint 
of business policy a continued empha? 
sis on it seems decidedly undesirable. 


Conclusion 


The solution of the problem rests 
with each individual company. Cer- 
tainly governmental interference would 
be largely ineffectual and burdensome 
unless given the whole-hearted cooper- 
ation of the individual industries. In 
any event, a redefining of purchasing 
objectives is highly desirable. This 
should indicate whether the purchasing 
department is to be a cat’s paw for the 
sales department or a department which 
is of sufficient importance to the organ- 
ization to be allowed autonomy. Such 
a definition of objectives would usually 
disclose, it is believed, that “‘after all, 
the function of a purchasing depart- 
ment is just as important as that of a 
sales department; although no company 
can exist without sales, neither can a 
manufacturing company exist without 
supplies. It is just as reasonable for 
the purchasing department to be un- 
hampered in its efforts to pursue an 
enlightened policy of obtaining the 
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best possible products at the be: 
possible price, regardless of the source 
from which they may be obtained, as; 
is for the sales department to expect to 
be granted the same privilege.”* A). 
other writer characterizes the Vita 
principle of purchasing as follows 
“To purchase without fear or fayo, 
from whichever source, in the purchas. 
ing agent’s judgment and discretiop 
offers the best advantages for the 
benefit of the company.’’!® 

If the indicated channels of goog 
purchasing practice quoted above were 
followed, reciprocal purchasing would 
be reduced to its proper level in the 
exchange of goods, and its abuses, which 
are the primary source of trouble. 
would be eradicated. Reciprocity, 
when it occurred, would then be ay 
incidental coincidence of industrial! pur. 
chasing and sales, rather than a 
premeditated agreement, and equal 
emphasis would be placed on each 
transaction. 

In conclusion, the benefits of reci- 
procity appear to be largely nebulous 
in character, the increasing abuses 
result in genuine economic waste and, 
in general, the practice can be char- 
acterized as wholly defensive and pro- 
tective and not progressive. On this 
basis, it should have no _ place 
the objectives of progressive business 
management. 


14 Lewis, op. cit. Chapter XI, MS p. 20. 
15 Lingley, F. W., “Reciprocal Purchasing,” T 
Purchasing Agent, December, 1931, p. 1094. 
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sour THE 
mp TARIFF PROTECTION 
Mi By IRVIN BETTMAN, JR. 


ESPITE the fact that the recent 
election again raised the tariff 
controversy, it contributed not 
ore than former elections to- 
a better understanding of the 
- tariff question. The statements 
ade by both parties were partisan, 
nventional, and entirely unsupported 
idequate reasoning or concrete 
cts. ‘This paper is presented in the 
ef that, while an enormous amount 
as been written about tariffs in terms 
theoretical economics, there is still 
value to be obtained from an 
actual study of a protected industry. 
While such a study as this cannot be 
pected to settle the whole problem, 
uld yield significant and useful 
results—results attained in actual prac- 
F tice, and not the result of “armchair” 
The conclusions reached 
this single industry may be applica- 

le to other protected industries. 
With this in mind, and in order that 
0- the conclusions obtained may be of the 
roadest possible significance, the beet- 
igar industry has been selected for 
tudy for the following reasons: 
is clearly and completely a 
rotected industry; (2) enough data 
re available to make this study practi- 
3) of itself the industry is sufh- 
y important to command interest 
attention, and (4) the arguments 
nced in favor of protecting it 
ly the two strongest protectionist 
irguments, namely, the “infant in- 
” argument and the “creation 
ifficient domestic supply in case 
var’ argument. Even opponents 
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A STUDY IN 


of protection have admitted that the 
“infant industry” argument and the 
desire to create a domestic supply of a 
necessity may be valid excuses for 
tariff protection, if in actual practice the 
tariff yields the desired results. 

This paper will concern itself first 
with a brief history of the introduction 
and growth of the beet-sugar industry, 
its accompanying tariff history, and 
the present status of the industry.! 
From a study of these facts, conclusions 
will be drawn as to whether the in- 
dustry has borne out the predictions 
of those who advocated it as an infant 
industry deserving protection, or of 
those who believed that protection 
was necessary in order to secure an 
adequate domestic supply in case of 
war. Finally, an attempt will be made 
to draw whatever broad tariff conclu- 
sions seem justified. 


Factors Promoting the Growth of the 
g d 
Industry 


*“We borrowed the idea of the beet- 
sugar industry from Europe. There 
the protection of it has been almost a 
fetish with all governments from that 
of Napoleon, on down.”? The United 
States Department of Agriculture stated 
that the earliest recorded beet-sugar ex- 
periments took place in Massachusetts 
in 1838.* Factories were established, 

1 For a comprehensive study of the subject, pre- 
sented from a different point of view, see Wright, 
P. G., Sugar in Relation to the Tariff. New York: 
McGraw-Hill Book Co., Inc., 1924. 

2 The Annalist, October 3, 1930, p. $73. 

3 United States Department of Agriculture, Special 
Report on the Beet Sugar Industry, 1897. 





a 
b 


with varying success, in Utah in 1852, 
[llinois in 1863, Wisconsin in 1867, and 
other places.‘ Most of these factories 
failed because of a lack of a sufficient 
supply of satisfactory beets. By 1892 
there were six factories in operation, 
and in 1897 the number had grown to 
nine, with a total output of 45,000 
tons of sugar.® Seven factories were 
built in 1898, and fourteen in 1899. 
Expansion was steady until 1907, by 
which date 483,612 tons of sugar were 


produced. In 1914 there were 78 beet- 


sugar factories, with an output of 
over 700,000 tons; 97 factories in 1920 
produced 1,089,000 tons of refined 


sugar, and 103 factories in 1930 pro- 
duced 1,208,000 tons. 

The growth of this industry can, in 
the main, be attributed to two factors: 
first, to the actions of James Wilson, 
who, as Secretary of Agriculture from 
1897 to 1913, “induced American cap- 
italists to invest $80,000,000 in the 
creation of 76 beet-sugar factories, 
thus creating a new American agricul- 
tural industry”’;® the second factor 
was, of course, the tariff protection 
this industry from its in- 
Protection has been granted 


accorded 
ception. 


FepERAL TarirF Duty on SuGaR Imports 
(Duty per pound, on 96° sugar) 

1883 2.24¢ 

1891 No duty, 2¢ per pound bounty on domestic 


TaBLe I. 


production 

1894 40% ad valorem duty 
1897 1.685¢ 
1902 25% reduction on duty of Philippine sugar 
1903 20% sugar reciprocity granted to Cuba 
1913 1.256¢. Repeal of Cuban reciprocity 
1914 Duty on Cuban sugar fixed at 1.005¢ 
1921 2¢; 1.6¢ on Cuban sugar 
1922 2.206¢; 1.765¢ on Cuban sugar 
193 2.5¢; 2¢ on Cuban sugar 
Source: Concerning Sugar, p. E-8. 
‘Federal Trade Commission, Report on the Beet 
Sugar Industry in the United States (1917), p. 7. 

5 Op. cit., footnote 2. 

6 United States Beet Sugar Association, Concerning 
Washington, D. C.: Bureau of Statistics, p. 


Sugar 
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since 1883 by Federal tariffs, tp, 
amount of protection varying from 
time to time (see Table I). In adai. 
tion, various states offered bountic 
for beet-sugar production (Idaho, Kap. 
sas, lowa, Minnesota, Michigan, Ne 
braska and New York). While thes 
state bounties were of some assistance 
at first, they either expired shortly o; 
were declared unconstitutional. _ 
There is not the shadow of a doub: 
that the introduction of the beet. 
sugar industry into this country was 
a result of the propaganda of the De- 
partment of Agriculture, and that it; 
growth was directly due to the tarif 
protection and bounty assistance of- 


fered. ‘Table II shows the growth 
Taste II. Beet-sucar Propuction in Unir: 
STATES 
(2,000-Ib. tons) 

1895 32,726 

1900 86,082 

1905 312,921 

1910 510,172 

1915 874,220 

1920 1,089,021 

1925 913,000 

1930 I ,208 ,000 


Source: Year Book, Department of Agriculture 


of the beet-sugar output of this coun- 
try. It clearly indicates the absenc 
of any appreciable vested interest prior 
to 1897. 


Protection to an Infant Industry 


Protection for the beet-sugar in- 
dustry was sought, and granted, be- 
cause the Secretary of Agriculture 
believed that certain regions in the 
United States were admirably adapted 
to the growth of sugar beets. How- 
ever, he believed that protection would 
be needed, at first, to enable American 
farmers to become sufficiently ac- 
quainted with the industry to compet 
with those countries where sugar-beet 
culture was already a skilled science. 
Not only was it believed that America! 





it ane 


farmers th 
sugar beet 
entel 
ther 
e W 


the O 
f th 
predicting 
- ill be off: 

yuntries | 
These sta 


pr tect yn 


and was t¢ 
was well 
sfeer whic! 
nut protec 
Taussig, 
industry n 
savs. Ig 
prejudices 
inevitable 
these obst 
way of tk 
first stage 
Follow1 
ould ex 
n high . 
tariff pre 
ming | 
nore firn 
short tin 
unnecessa 
the case. 
f Agricu 
producing 
to $3.71 
1921, G. 
the aver 


7 United $ 





THE BEET-SUGAR INDUSTRY 


=>) 
a | 
— 





could soon compete with sugar, in the most efficient factories, 
beet growers, but it was also was at that time $5.09 per hundred 
American beet sugar could pounds.’ Of course, during the in- 
mpete with imported cane sugar. tervening years, the price level had 
We believe that if the factories were risen, so that these figures are not 
and in operation ... with the directly comparable, and taken alone 
ers thoroughly educated in its they are not conclusive. However, 
- beet) culture, the United States cost data given in Concerning Sugar 
enter into free competition with bear out the contention that the costs 
ther sugar-producing countries of beet-sugar production in this coun- 
world.”? ‘‘We feel safe in try rose not only absolutely, but also 
pred ¢ that ... the United States relatively tocontemporary foreign costs. 
will be offering its sugar to the other Hence, as Table I shows, the tariff 
intries of the world at a profit.”* on sugar, instead of becoming less, 
These statements clearly show that and eventually disappearing, became 
ion was to be a temporary aid larger; until at present it is 2.5¢ a 

| was to be given until the industry pound (2¢ per lb. from Cuba). 


well introduced in this country, Not only did domestic beet sugar 
r which time it could compete with- have to compete with foreign beet 
t protection. sugar, but it also had to compete with 
laussig, showing why the beet-sugar foreign (chiefly Cuban) cane sugar. 


ry needed protection at the start, In 1921 it was stated before the Senate 
‘Ignorance, settled habits and Committee on Finance that “the cost 
idices, unaccustomed methods, the of manufacturing beet sugar at the 
vitable failures in first trials, all present time, with efficiency of opera- 
» obstacles may have stood in the tion, and the use of all known chemical 
the beet-sugar industry in its and mechanical economies, is so far 
tages.’”® affected by the high cost of American 
Following this line of reasoning, we labor... that beet sugar cannot at 
ild expect to find costs of produc- present compete with cane-granulated 
high at the start, thereby requiring sugar refined from raw sugar produced 
protection, but gradually be- in countries where a much lower cost 
lower as the industry became of labor prevails.”™ 
firmly established, so that in a Imported beet sugar was never a 
rt time protection would become serious competitor of American beet 
ecessary. Such, however, was not sugar, but foreign cane sugar was, and 
case. In 1897 the Department still is. Aside from the lower cost of 
\griculture found that the cost of labor in cane-sugar countries, the 
ing beet sugar ranged from $3 method of paying the growers is radi- 
$3.71 per hundred pounds. In cally different. In the United States, 
F 1921, G. W. McCormick testified that the farmer is paid a fixed price per 
average cost of producing beet pound for his beets, the price being 
known when they are planted. In 


United States Department of Agriculture, Special 
¢ Beet Sugar Industry, 1898, p. 69. 
p. 163 10 Statements before the Commission on Finance, 
g, F. W., Some Aspects of the Tariff Ques- U. S. Senate, The American Beet Sugar Industry 
Cambridge: Harvard University Press, 1931, (Washington, D. C., 1921), p. 32. 


1 Tbid., p. 6. 
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Cuba, the grower is paid according 
to the price of sugar. The flexibility 
of the Cuban method of payment is 
obvious, while at the same time the 
advantage of the American method 
from the farmer’s standpoint is clear. 
It has finally come to be recognized 
that the sugar beet is a less efficient 
producer of sugar than the cane plant.” 
In the light of these factors—(1) 
increasing, not decreasing, costs of 
beet-sugar production in this country, 
(2) importance of cane-sugar competi- 
tion, (3) low costs of cane sugar due 
to cheap labor and different methods 
of paying growers, and (4) the un- 
doubted efficiency of cane over beet 
as a sugar producer—the “infant in- 
dustry”’ argument is a thing of the past. 
No longer is protection urged on the 
ground that the domestic beet industry 
will shortly be able to compete freely 
with world producers. It is an ac- 
knowledged fact that such will never 
be the case. 

In view of this, what may be de- 
cided about the “infant industry ”’ argu- 
ment for tariff protection? It may 
be said, among other things, that this 
argument undoubtedly has not held 
true in this industry. It should, how- 
ever, be pointed out that there is a 
difference between agricultural “infant 
industries”? and manufacturing “infant 
industries.”” Beet-sugar manufacture 
is an agricultural industry, and the 
conclusions of this study may not be 
closely applicable to manufacturing 
industries. Some evidence exists to 
justify the statement that the “infant 
industry”’ argument is more applicable 
to manufacturing than to agricultural 
industries.'* But the experience of 
the beet-sugar industry with regard 


12 For example, see The Annalist, October 3, 


p. s 4. 


13 Taussig, op. cit., 


1930, 


Pp. 93. 





to the need for tariff protection ma, 
well be remembered whenever the 
“infant industry” argument is raise¢ 
whether for agricultural or manufactyr. 
ing industries. 


Infant Industry Becomes a “ Vested 
Interest” 


The experience of this country with 
the beet-sugar industry raises another 
point that should always be remem. 
bered when a tariff is urged because 
of the infancy of the industry: that js. 
the ease with which infant industries. 
once established and protected, soon 
begin demanding tariffs as a protection 
to vested interests. As was pointed 
out above, prior to 1897, there was 
no vested beet-sugar interest in this 
country. At that time, the “infant 
industry”” argument alone was used 
Later, when the beet-sugar industry 
was well established and still needed 
protection, the argument was changed, 
and beet-sugar interests clamored that 
the cessation of protection would im- 
peril their vested interests. 

Such a happening as this is inevita- 
ble. It stands to reason that if capital 
is drawn into a new industry by pro- 
viding tariff protection, in the hopes 
of building up a self-supporting indus- 
try, and the hopes prove illusory, the 
matter cannot be settled by simply 
removing the tariff. The invested cap- 
ital does have a claim against the 
government which encouraged its em- 
ployment in the protected field. This 
line of reasoning leads to the conclusion 
that, once a tariff is granted, it is 
fairly certain to remain, unless the 
young industry becomes able to meet 
free foreign competition. Inasmuch 
as even the United States Department 


of Agriculture was mistaken in its be- 


lief that beet sugar could soon dispens¢ 


with tariff help, it follows that the 








¢ sh wn 


import 


to certain 
P ieved t] 

beets, if rot 
mprove th 
vidence O 
ot suf 


he tim 


Of course 


farmers 


lga r-beet 


that it 


rted products. 


to Secure Miscellaneous 
Benefits 

1897, the Department of 

introduction 

t-sugar industry as an aid 

country. 

m another product, well suited 


desired 


cannot 


the 


of this 


THE BEET-SUGAR INDUSTRY 


ther young industries may 
mistaken. 
is in error, the government 
tariff protection on the 
‘infant industry” argu- 
be under the necessity of 
protect an industry which 
compete 


And in 


regions, and it was 


that the planting of sugar 
tated with other crops, would 
the fertility of the soil. 
the beneficial effects upon 
cultivation 
From evidence gathered 
the United States Tariff 
however, 
rar beet may not always be a 


il fertility.!* 


which may 
r justifying tariff protection. 
in other 
may be along entirely different 
h as stressing the value of 
ducts of the protected indus- 
aid the industry will give to 
transportation, etc. ‘These in- 
benefits are often so strongly 
hat they are allowed to 
real problem of whether 
try in question, as a whole, is 


"not. 


tates Tariff 
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Protection to Build Up a Wear-time 
Supply 


Since sugar is a necessity, a favorite 
argument for tariff protection, espe- 
cially immediately following the World 
War, was the importance to the United 
States, in case of war, of having an 
adequate domestic supply. This con- 
sideration is the chief reason for the 
careful fostering of the beet-sugar in- 
dustry in European countries, notably 
France and Germany. This line of 
reasoning neglects entirely all con- 
sideration of whether any economic 
reasons exist for protecting the indus- 
try. Comparative costs and economy 
do not enter the picture. 

As far back as 1897, the Department 
of Agriculture looked forward to the 
eventual home production of all the 
sugar consumed in the United States." 
At that time, however, home produc- 
tion was desired for the purpose of 
aiding agriculture and not of making 
this country self-sufficient in times of 
war. Since the World War, a changed 
sentiment has prevailed, and the pro- 
tection of the domestic beet crop is 
justified because of its necessity in 
case of war. “It is not possible to 
overstate the importance to the people 
of the United States of the fact that the 
beet-sugar industry produces, at a 
reasonable cost, within the political 
United States, practically 1,000,000 
tons of the finest and purest standard 
granulated sugar made in the civilized 
world, which is not only safe from the 
closure of the high seas by war from 
the outside, but is to such an extent 
manufactured at inland points that it is 
safe even from a temporary invasion of 
our shores by an enemy country.”’® 


18 Department of Agriculture, Special Report on the 
Beet Sugar Industry (1898), pp. 169 et seq 


16 Taussig, op. ctt., p. 7. 
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The proponents of this argument do 


not claim that in normal times the 
United States can produce sugar as 
cheaply as it can be imported, but they 


do ed that a supply of sugar is of 
such value in case of war that the cost 
of fostering and maintaining the indus- 
try is fully justified. The validity of 
this argument is open to question on 
many grounds, not the least important 
of which is the fact that in case of war 
the United States could protect, and 
maintain communication with, Cuba 
practically as easily as it could protect 
its own shores. 

However, even admitting the validity 
of this argument for protection, there 
remains the question of whether in 
practice it has amounted to anything in 
this country. Has built 
up a domestic supply that would be of 
importance in case of war? In 

the total consumption of sugar 
in this country was 6,132,228 tons, of 
which amount beet sugar 
contributed 1,255,316 tons, or about 
20%." After 33 years of protection 
and encouragement, we find the beet- 
sugar industry capable of supplying 
only one-fifth of this country’s require- 
ments. Doubtless this small portion 
would be important in case the United 
States were blockaded, but it seriously 
weakens the protection arguments of 
those who predicted that a tariff would 
enable the United States to produce its 
entire supply within the country. 


protection 


any 
1931, 


domestic 


Protection to Prevent Foreign 
Mo nopoltstic Price Control 


Those desiring protection for sugar 
sometimes argue that even a small 
domestic supply is valuable in keeping 
the price of the imported supply down 
to a reasonable level. “If a nation 


F-54-D. 


’ Concerning Sugar, p. 
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like the United States can —e7 e netition © 
from its own raw material nearly Or oars l 
fourth of its own consumption, it oo . r Er m tl 
great factor of safety in keeping doy, what may 
the price of sugar to its people, if j; sroblem 


threatened by some great sugar soure, 
like the island of Cuba, with an attem, 


bid 


devel ped 


to hold back and speculate with jt ae 
sugar supply.” broader Si 

The answer to this argument seem; ” Bire rst, it 
clearly enough to be that while a smai sble pee 
domestic supply may at times kee; those det 


foreign producers from raising pric; 
to high levels, the very fact that , period 
protective tariff is needed proves tha was justi 
at all other times the price of sugar t j atten 


' 
dali 


particular 


the people of this country has be to one lin 
raised to some extent. Further, ‘tis note 
world-wide is the production of suga facts, the 
that the chances for a monopoly char as well ac 
ing exorbitant prices deserves litt nce stat 
serious consideration. has decid 
: nent 
Conclusions ments ha 
The above facts show clearly enoug jemand | 
that the defenders of tariff protectio: be Ane 
for the beet-sugar industry have bee: Secon¢ 
kept constantly on the defensive. Th note how 
have been forced to shift from on naustry 
argument to another. The “infant lespite 
industry” argument gave way afte: the v 
the period of trial was admittedly over n epaateiss 
The “‘home production of a necessity” this pro! 
argument became popular during and the | 
after the War. Various other reasons trated 
for protection have been advanced protectic 
sporadically from time to time. And J ‘#00 W 


finally, the beet-sugar industry has hac 
to rely increasingly on the “vestec 
interest”? argument, abandoning thei 
special claims for protection and joining 
the ranks of other protected industries 
in the standard demand that th 


Government protect American capita 


Tie 


and labor from the devastating co! 





18 Taussig, op. cit., p. 7. 
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of cheap foreign labor and 

low standards of living. 
he conclusions reached above, 
be learned about the tariff 
‘in general? Surely three 
1 out, facts that have been 
| in this study of the beet- 
justry, but which are of much 

er significance. 

it should be noted how change- 
varied are the arguments of 
demanding protection for this 
lar industry. In deciding over 
of time whether protection 
istified, or necessary, emphasis 
tention could not simply be paid 
line of reasoning. For example, 
t enough to decide that from the 
, the beet-sugar industry is not 
| adapted to this country as was 
stated. By the time that one 
ecided that the “‘infant industry” 
nt does not hold, other argu- 
ts have been raised, which in turn 
ind careful study before they can 


] 
nswerea., 


ondly, it is surely significant to 
how protection for the beet-sugar 

try has been steadily maintained, 
pite the constant ‘“‘showing-up” 
he various economic and political 


rguments that would have justified 


protection. This may well lead 
conclusion, abundantly illus- 
in other industries, that once 
ction has been granted (for any 
n whatsoever), it will be continued, 
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even though the original reason for 
protection no longer is valid. 

Finally, this industry demonstrates 
that no matter how final and decisive 
an answer economists can give to such 
a problem as the tariff, in actual prac- 
tice a host of outside, noneconomic 
conditions are found which absolutely 
preclude a completely satisfactory solu- 
tion of the problem—even in regard toa 
single industry. ‘The facts show rather 
clearly that sugar can be imported 
more cheaply than it can be produced 
in this country. The economist’s an- 
swer is therefore to remove the tariff, 
to import sugar and to turn attention 
to industries in which we have an 
advantage, in which tariff protection 
is unnecessary. But this study shows 
how hard it is in practice to adopt such 
a decisive answer. If we remove the 
sugar tariff, what about the effect on 
agricultural employment; what will 
become of the capital invested in the 
industry; where can we obtain the 
needed sugar in time of war, and does 
not sugar protection enrich the farm 
land sufficiently to justify its lack of 
economies in other lines? ‘These, and 
a host of other similar questions show 
clearly the enormous complexity of 
any attempt to alter radically the 
present tariff situation. Such a change 
can be made, but any persons or party 
attempting the change must under- 
stand definitely the immensity of the 
task that is being undertaken. 





THE TREND OF 


SOVIET-GERMAN 


COMMERCIAL RELATIONS AND 
ITS SIGNIFICANCE 


By E. D. FOSTER 


CONOMIC and political interests 
are so closely intertwined that 
international commercial changes 

or shifts in trade may have important 
political, as well as economic, signifi- 
cance. One such shift in trade in- 
volves significant developments in the 
political relations between Germany 
and Russia; the trend and possible 
effects of this situation will be made the 
subject of this discussion. 

Trade 


Russian Pre-war and War-time 


During the 40-year period before 
the World War, Russia’s foreign trade 
steadily expanded. In this develop- 
ment Germany played a most con- 
spicuous part. For example, for the 
five years immediately preceding 1914, 
about 44% of all Russian imports were 
from Germany, and these 
imports consisted of items most essen- 
tial for her needs—ores, metals 
machinery. In fact “it was probably 
no exaggeration when it was said that 
Germany’s relation to Russia may be 
expressed by saying that she was the 
organizer of Russian industry, the 
source of her raw and partly manu- 
factured materials, her banker and 
intermediary in foreign trade.’” 

The war naturally put an end to 
trade between the two countries. Fif- 
teen million men were taken from 
Russian industry and agriculture and 
were forced into military service. Agri- 


obtained 


and 


! Nearing, S. and Hardy, J., The Economic Organiza- 
f the Sanit Union. Naw York: Vanguard Press 
ym of the Soviet Union. New York: Vanguard Press, 


Inc., 1927, p. 12. 
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culture was the hardest hit, contribyt. 
ing 10 million out of its 18 million 
male workers, which inevitably resulted 
in a considerable reduction in the 
acreage under cultivation. Many of 
the agricultural implements in use had 
been imported and could no longer 
readily be obtained. The labor ranks 
of industry were for the same reason 
depleted 40%, and industrial produc- 
tion was consequently greatly curtailed 
Russia not only needed all that she 
could produce, but she was forced to 
import much of her war materials from 
her allies. As a result, during the war 
period exports were cut to a small 
fraction of their former value (from 
1,500 million rubles to 436 million 
rubles), whereas imports increased from 
1,374 million rubles in 1913 to 2,316 
million rubles in 1917. 

The establishment of the 
Government in November, 1917, prac- 
tically resulted in a cessation of all 
foreign trade. During the period of 
foreign intervention from this time 
until 1920, Russia was declared by the 
Allied powers to be in a state of block- 
ade. This policy was facilitated by 
the fact that Russia was at that time 
economically disorganized, and because 
of the fact that Russia’s natural bound- 
aries render her a land-locked and 
essentially acontinentalcountry. How- 
ever, the Supreme Council in January, 
1920, lifted the blockade, and the new 
Soviet Russia was for the first time 
enabled to engage in foreign trade. 

Trade treaties were entered into 
with Esthonia, Latvia and Sweden 
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9 England, after 
erable bickering, signed the An- 
issian trade agreement in March, 


spring of 1920. 


-R 
‘q21, and Germany followed suit on 
\fay 6, 1921. It is worthy of note to 
ve here that under the New 


mic Policy (N.E.P.) the U.S.S.R. 
uunced that the “‘state retains con- 
of the basic and large-scale indus- 
; finance, credit and foreign trade.” 
ugh the N.E.P. has been altered 
me other respects, the policy 
iated in the preceding sentence 
been continually adhered to, and 
central Soviet Government has 
inually supervised and directed 
entire nation’s purchases, sales, 
rts, exports, finances, and foreign 


le relations. 
Soviet-German Trade Agreements 
[he first really important trade 


rreement entered into by the U.S.S.R. 
with Germany, the Rapallo Treaty 

1 on April 16, 1922. This treaty 
e considered as the basis of the 
and diplomatic relations which 
ve existed between Russia and Ger- 
ny since the World War. It imme- 
itely restored diplomatic and con- 
ar relations and laid the foundation 
friendly economic contacts. Each 
ntry was at that time in a more or 
isolated condition, although for 
lite different reasons; and it was 


erhaps natural that, in spite of their 


ntradictory political and social sys- 
ms, Germany should have been the 
st to attempt to redevelop her old 
issian market. This treaty provided 

“complete annulment of all 
ums,’ thus removing an otherwise 


M., “Ten Years of German-Soviet 


\elations,’” Soviet Union Review, May, 1932, p. 103. 


juotation illustrates how carefully Soviet state- 
ts and statistics should be checked, in order that 
t may not be formed. The 
i the treaty merely specified that Germany 


Impressions 





potential cause of friction between 
the two countries. 

The Economic Treaty of October 12, 
1925, supplemented the Rapallo Treaty 
by each country agreeing “to assist 
in every way to achieve the greatest 
possible stability in trade turnover in 
proportion to successes in economic 
restoration, to bring up mutual trade 
imports and exports to the pre-war 
level, and in so doing . be governed 
by considerations of an economic na- 
ture.”” This treaty provided for its 
termination upon six months’ notice, 
but it is significant that it has not been 
supplanted in seven years, notwith- 
standing the fact that the economic 
relations of a capitalistic and of a 
socialistic country present many pecul- 
iar difficulties. 

Next came the Trade Agreement of 
1926, whereby the German Govern- 
ment granted 300 million Reichsmarks 
credit to help finance German sales to 
the U.S.S.R. This agreement was 
made possible by a new German statute 
passed on February 26, 1926, legalizing 
the 300-million Reichsmarks guaranty 
and prescribing that it was to apply 
to only 60% of the amount involved in 
each commercial contract (35% to be 
guaranteed by the central Government 
and 25% by the States in which the 
goods involved were manufactured). 
The treaty afforded the U.S.S.R. a 
welcome opportunity to purchase, on 
more liberal terms than they had pre- 
viously enjoyed, materials which they 
required for their industrialization pro- 
gram. ‘The guaranty enabled German 
manufacturers to on credit at 
greatly reduced risk and at the same 
time to discount for immediate needs 
bills receivable up to 60% of their 
value. It proved most beneficial to 


sel] 





agreed not to press its claims so long as the U.S.S.R 
did not settle other nations’ claims. 
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German industry, as Soviet purchase 
orders were obtained in great volume 
at a time when the German business 
outlook was far from promising. 

As the guaranty was quickly and 
completely utilized, a lag in trade fol- 
lowed. The guaranty fund was 
amount in 1927 by a 
su agers 360 million  Reichs- 
ake and, in a further attempt to 
bolster up sabe confidence, the 
Moscow Protocol, which reaffirmed 
the Rapallo Treaty and the Economic 


increased in 


Agreement of 1925, was _ signed 
on December 21, 1928. To foster 
friendly trade relations still further, 


another agreement was entered into 
on January 25, 1929, by the two govern- 
ments, providing for a _ conciliation 
commission to arbitrate any matters 
which might otherwise injure Soviet- 
German trade. 

Succeeding this came the Credit 
Agreement of April 14, 1931, by which 
the length of time for which Soviet 
credits might run was extended up to 
33 months. ‘Their purchases gradually 
fell off in volume after the credit pro- 
visions of this treaty had been utilized, 
and this led to the signing of the Trade 
Agreement of June 15, 1932, by which 
the length of credit terms was still 
further extended. In fact, no definite 
limit was set for large transactions 
which involved such special items as 
locomotives and ships. 


Growth of Soviet-German Trade 


An examination of Soviet-German 
trade statistics for the period covered 
by these treaties and agreements reveals 
that exactly what we should expect to 
find has in fact occurred. ‘Trade be- 
tween the two countries has shown a 
on the whole, a con- 
Conclusive evidence 


remarkable and, 


sistent growth. 


of this fact is contained in the figures 
appearing in the following table: 


Taste I* 
(In thousands of Reichsmarks) 




















| 
| Exports from | Exports from Total 
Year | Russia to Germany to Trade 
| Germany Russia | Turnover 
1925 251,989 251,115 503, 104 
1926 365 ,830 265 , 563 631, 393 
1927 433,218 329,564 762 , 782 
1928 379 5295 423 ,372 782 ,667 
1929 | 425,702 353 ,896 7795598 
1930 436, 288 430,600 866 , 888 
1931 279,370 886,993 1,116, 363 
1932| 214,890 757374 972 , 264 














* It is extremely difficult to obtain accurate statisti 
trade volume between Germany and Russia, parti 
the last two or three years. Different sources state differen: 
figures for identical periods. It will suffice, however for 
needs, to show the trends, and it is believed that Table | 
sufficiently reliable for this purpose. The basic inform 
contained therein was obtained from: a Report ¢ »f the Depart- 
nent of Overseas Trade, Great Britain, ‘‘Economic and 
Fin ancial C ynditions in Germ: any,’ 1928-1932; and “Foreign 
Trade,’ Economic Review of the Soviet Union, Oct. 15, 1032 
pp. 375 76. When this table was prepared, figures for 1032 were 
obtain able only for the first eight months, but to make ther 
comparable, the eight months’ quotations were exte 
the full year by multiplying them by 1.5. Figures for 1 
were given in rubles and have been converted int 
order that all figures may be compared in terms of the . 
rency employed by the British Department of Overseas 
Tr: ade. 








Although a decrease for 1932 is 
indicated from the volume of trade 
realized in 1931, it should be borne in 
mind that the reasons therefor may 
largely attributed to the world-wide 
depression which has existed for the 
last few years, and to the fall in prices. 
In any event, it is a fact that Soviet- 
German trade in 1932 fell off to a much 
less degree than did the foreign trade 
of other countries. 

It may be noted that for the years 
1925-30 there was little difference in 
the aggregate in the balance of trade. 
Since that time, however, the balance 
of trade has been decidedly in Ger- 
many’s favor. In fact, the U.S.S.R. 
has for the last two years imported 
more from Germany than from any 
other country. The relative impor- 
tance of Soviet purchases in Germany 
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Exporting | 1932 | 1931 | 1930 
| | | 

520.4 | 223.¢ 78.9 
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ness Week, Nov. 2, 1932. 


are several reasons why Ger- 

has attained this preeminent 

ion in Soviet imports. It is but 
ral that the Soviet Government, 
er whose sole jurisdiction all foreign 
ases are centralized, should feel 
lisposed towards Germany. As 

ght out in detail above, Germany 
the second of the great powers to 


gnize the U.S.S.R. officially, and 


has been no severance or inter- 
n of diplomatic or commercial 
ns between the two nations since 


riginal recognition. In fact, the 


rman Government, German bankers 


serman industrialists have en- 
red, as far as it was physically 
inancially possible, to meet the 
t of the U.S.S.R. for long-term 


~~ 


J 


liberal extension of credit un- 
‘dly explains why Germany has 
‘ded in obtaining, for the last 


ee years, successively increasing per- 
ntages of the annual orders placed 


by the U.S.S.R. During this 


me period, however, German imports 


Russia have fallen off tremen- 
y, as may be observed from ‘Table 
his has resulted in an accumula- 

Germany of Soviet notes and 
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accounts payable. Germany has al- 
ready found it difficult to carry the 
present volume of Soviet notes out- 
standing, and it is apparent that the 
1931 and 1932 “hypodermic credit 
injections” to stimulate Soviet pur- 
chases in Germany cannot be indef- 
initely continued. 

Realizing this, Russia has endeavored 
to take all possible measures to develop 
its export trade to Germany. An 
important step in this direction was 
the signing of a new tariff agreement 
on May 28, 1932. This agreement 
provided for tariff reductions on im- 
ports into Germany of many Soviet 
products, and placed some of them on 
the free list—cotton and cottonseed, 
flax and flaxseed, feathers, bristles, 
undressed furs and skins, casings, apa- 
tite ore, magnesite, asbestos, iron ore 
and manganese. This agreement was 
to have expired on March 11, 1933, but, 
at the time this article was written, it 
seemed highly probable that it would 
be extended or replaced by a similar 
tariff pact. The U.S.S.R. naturally 
wants Germany to buy from them as 
much as they buy from Germany. 
This in turn would be advantageous 
to Germany. Additional financial se- 
curity would be provided by the larger 
volume and equivalent value of Soviet 
shipments, and Germany would also 
be assured of a continuous volume of 
Russian orders. 

Typical Imports and Exports Dovetail 

The question now arises as to whether 
the typical exports and imports of 
Russia and Germany indicate that it 
will be possible to approximate such 
an equality of trade between the two 
countries. Representative Soviet im- 
ports consist of industrial machines 
and parts, electrical equipment and 
supplies, iron and steel, iron and steel 
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manufactures, and raw cotton. In 
fact, these items comprised 69.7% of 
total Russian imports for the first 
eight months of 1932. Principal Ger- 
man exports for 1930, which it is 
believed may be taken as a representa- 
tive year, were iron goods, mechanical 
and electrical machines, coal, chemicals 


and pharmaceutical products. These 
aggregated for this year 35.6% of 
Germany’s total exports. As _previ- 


ously stated, the U.S.S.R. is now 
Germany’s principal customer, and dur- 
ing the first quarter of 1932 took 11.3% 
of Germany’s exports. It is apparent 
that from the standpoint of Soviet 
imports and Germany’s exports, Rus- 
sia’s requirements fit in very well with 
those items which Germany is equipped 
to supply. 

The other side of the picture is, of 
course, the character of Soviet exports 
and German imports. Oil products, 
timber, cotton cloth, furs and grain 
comprised, during the first eight months 
of 1932, 58.1% of Russia’s total exports. 
Foodstuffs, oil, fruits and seeds, raw 
cotton, raw wool and animal hair, and 
mineral oils comprised 46.6% of Ger- 
man imports for the year 1930. Al- 
though Soviet products made up only 
5.1% of total German imports for the 
first quarter of 1932, Russia supplied 
76% of the manganese, 35% of the oil 
products, 13% of the timber, 32% of 
the hides and 30% of the dressed furs 


imported by Germany during this 
period. 
It is thus apparent that the two 


countries are not so well matched from 
the standpoint of German imports and 
Soviet exports as they are from that of 
German exports and Soviet imports, 
although they do dovetail in so far as 
oil products and foodstuffs are con- 


cerned. In this field, however, the 


vast undeveloped resources of Russia 


offer almost unlimited possibilities, an, 
it must be borne in mind that they 
are now being developed. Furthe;. 
more, history has time and agai, 
proved that trade between industria) 
countries assumes far greater volume 
than that between industrial and nop. 
industrial countries. One industrial 
nation is invariably able to produce 
certain kinds of products more eco. 
nomically than another, and exchang 
is mutually helpful. As the U.S.S.R 
develops industrially, we may within 
reason expect that such will be th 
situation between Russia and Germany, 


Potential Competitors for 
Soviet Trade 


Germany’ 


To obtain a more complete picture 
of the possibilities and probabilities of 
future Soviet-German trade relations, 
it might be well to consider what other 
countries can supply the goods that 
Russia will require for her future in- 
dustrialization program, what their 
trade relations with Russia and Ger- 
many are likely to be, and what effect 
these factors will have upon Soviet- 
German trade. 

The United States is well able t 
provide the mechanical equipment de- 
sired. Nonrecognition by our Govern- 
ment, however, has been and maj 
continue to be one deterrent to foreign 
trade between our country and the 
U.S.S.R. Without recognition there 
may again arise embarrassing and 
irritating situations such as that which 
occurred when the first assistant t 
Ordjonikidze, chief of Soviet Heavy 
Industry, was kept waiting in Berlin 
for permission to visit the United 
States, and then was finally denied 
admission to this country because he 
had at one time been a member of the 
Communist International. It is signil- 
icant, however, to note that even with 
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viet legation in Washington, the 
mtorg Corporation bought goods to 
ther. she value of over $300,000,000 from 
\merican manufacturers from 1928 to 


iQ ail 

trig ro31, and during the same period 
lume MB employed over 7,000 Americans in 
non- Russia, in spite of the fact that during 
tria these years our purchases from Russia 
lu amounted to only $85,000,000. 

eCO- Whereas, however, the U.S.S.R. pur- 


nge -hased $120,000,000 from us in 1930, 
¢ the first six months of 1932 our 
hit ports to Russia amounted to less than 
tt half a million dollars per month. Re- 
Dn} luced Soviet purchasing power affords 
nly a partial explanation of such a 

lrastic decrease. ‘The determining rea- 

nn for this unfortunate condition may 

Ir be found in the warning issued by 
Voscow early in 1932 that they would 

iy far less from us unless more favor- 

le credit terms were offered and 

less we bought more from them. 

n so far as increased purchases from 
-U.S.S.R. are concerned, the outlook 

far from promising. We bought 

m the U.S.S.R. products aggregating 

ly $14,000,000 in value for the first 

: months of 1932, as compared with 
$22,000,000 for the corresponding pe- 

Jin 1931. The United States now 
threatens to place an embargo on man- 
ganese, lumber and coal, and has al- 
ady excluded safety matches. The 
\mtorg Corporation has recently fur- 
er announced its refusal to use Soviet 
mports as security for credits on 
irchases in the United States, and 
w insists upon unsecured notes as a 
rerequisite to any further extensive 
ling with American manufacturers. 
his demand our industrialists have 
hus far displayed no willingness to 
et. They very naturally desire our 
Government to guarantee Soviet pay- 
‘nts, as have the governments of 
Great Britain and Italy, 


4 


Germany, 
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but it is not believed that any action 
may be expected along these lines. It 
is therefore considered that, at least for 
some time to come, the United States 
will not obtain any appreciable amount 
of Soviet orders. 

England is also physically able to 
supply the many products desired by 
the U.S.S.R. Although she was the 
first of the great powers to recognize 
the U.S.S.R. in 1921, her diplomatic 
relations with Russia since that time 
have been far from satisfactory. Dip- 
lomatic relations were severed in 1927 
following the raid on the offices of the 
Soviet trade delegation. Premier Mac- 
Donald’s Labor Government patched 
up matters with Russia in 1930, but 
it has been stated recently that Domin- 
ion Minister Thomas has given notice 
to the Soviets that after April 1, 1933, 
Moscow will no longer enjoy the most 
favored nation’s privileges. This ac- 
tion, of course, is the outgrowth of the 
Ottawa Conference held last year at 
which the dominions, particularly Can- 
ada, insisted that certain competitive 
Soviet exports to England be excluded 
by prohibitive rates. The Britishers 
will have to pay more for lumber, 
grain, poultry, etc., but they appear 
determined to give Dominion trade a 
fair trial, even at the expense of their 
trade with the U.S.S.R. 

It is true that some sort of trade 
agreement between the two nations 
will possibly be reached, so that such 
articles as furs and oil may be pur- 
chased from Russia without embarrass- 
ing Dominion trade. Furthermore, in 
1931 the U.S.S.R. exported to Eng- 
land products valued at $133,000,000, 
whereas England exported to the U.S. 
S.R. material to the value of only 
$37,000,000. The U.S.S.R. may be 


3 New York Times, Oct. 19, 
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ws 


expected to be receptive to any proposal 
which will result in maintaining a 
favorable balance of trade. However, 
the Russian Government has, in no 
uncertain terms, expressed its dis- 
satisfaction with the cancellation of 
the present agreement. It is sensitive 
to the “dumping” charges made at 
Ottawa, and has declared that it can 
obtain the goods it has purchased from 
England elsewhere. In spite of the 
credit which has been extended by 
England and which is likely to continue 
to be extended, it is quite logical to 
assume that the trade volume between 
the two countries will be quite mate- 
rially reduced. 

France, which is now believed to be 
beginning to feel the full effect of the 
depression, may make some overtures 
for Soviet trade. Although France has 
recognized the U.S.S.R., little cordial 
feeling has existed between the two 
governments. An illustration of this 
condition may be found in the fact that 
as recently as 1931 the Bank of France 
appealed to the United States courts 
on the ground that gold sent by the 
U.S.S.R. to New York banks was 
French gold deposited with the Tsarist 
State Bank in 1915-17, and therefore 
belonged to the Bank of France. This 
appeal was denied in 1932. In any 
event, France is not essentially an 
industrial nation and may not be able to 
supply the goods the U.S.S.R. requires. 
It is believed that not much can be 
expected from Soviet trade with France. 

Italy, on the other hand, has in the 
past displayed a marked desire to 
improve its trade with Russia. Favor- 
able long-term credits have been offered, 
and its Government has endeavored 
to foster friendly relations between the 
two countries. It is believed, however, 
that Italy’s financial and industrial 
facilities are limited, and that its com- 
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petitive position, in so far as Russiz, 
trade is concerned, is less favorable thar 
that of Germany. It is not surprising 
therefore, to observe that Italy a 
announces that, because of the past 
unfavorable balances of trade wit} 
Russia, she will not renew the custom 
or preferential trade sections of the 1924 
and 1928 treaties, although that portioy 
of the treaties relating to recogni. 
tion of the U.S.S.R. and the cop. 
tinuance of diplomatic relations remain; 
untouched.‘ 


Germany Enjoys Most Promising 
Competitive Position 


In fact, of the nations in a position 
to supply the goods which Russia will 
probably continue to require, Germany 
seems to have by far the best chance. 
not only to retain her present trade 
position with the U.S.S.R., but also t 
improve it. Industrial and _ financial 
organizations within Germany have 
developed to a point where they can 
effectively compete for Russian busi- 
ness. Both during and since the World 
War, extension and modernization of 
industrial plants have been continued 
all over Germany. Electrification of 
railroads and industry has been eff- 
ciently carried on. The network of 
electrical transmission has been ex- 
tended—even to the point wher 
German and Austrian railroad electri- 
fication is now interchangeable. Ca- 
nals link the waterways of the Rhine, 
Weser, Elbe, Oder and Vistula. ‘The 
newest technical-machinery inventions 
and the latest scientific research, partic- 
ularly in the chemical industries, have 
been applied. The metal, machin 
and motor industries have been contin- 
ually developed, and _ shipbuilding 





* New York Times, Feb. 5, 1933. 
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interest in their prosperity. Purchas- 
ing organizations often buy in on 


joint account as a result of integration, 
both vertical and horizontal. Inter- 
locking directorates are not uncom- 
mon, and many industries have joint 
selling organizations, favored and en- 
couraged by the banks. 

In short, Germany is extremely well 
organized industrially. Furthermore, 
as has been exemplified time after 
time and as shown in the relations 
with Russia since the World War, 
steady support is given commercial 
development by Germany’s diplomatic 
policy, and the German civil service at 
home continues to function efficiently 
despite political changes. ‘Then too, 
the War had no lasting ill effect upon 
German methods or mentality. They 
still have unlimited confidence in their 
ability to achieve success and regain 
their world markets. In this respect 
it is perhaps surprising to note that they 
have been able to enlist the confidence 
of American and English capitalists, 
who, while demanding all the security 
the Germans could put up, have never- 
theless entrusted the funds to German 
management. 

With all of this capacity to produce 
manufactured goods efficiently, and 
with a capable financial and marketing 
organization set up to engage in foreign 
trade, Germany now finds her foreign 
markets considerably restricted. ‘Time 
and again she has complained on this 
score and has reiterated her claim that 
she can meet her obligations to the 
United States and England only if she 
can sell them manufactured goods. 
In spite of this fact, tariff walls have 
been strengthened in this country. 
England first made Germany’s com- 
petitive position much more difficult 
within Great Britain, and to a less 


extent elsewhere, by going off the 
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gold standard, thus making English 
manufactured goods cheaper to buy 
in terms of German and American 
money. The preferential tariffs re- 
cently put into effect throughout the 
3ritish Empire have reacted still more 
unfavorably on Germany, and it must 
be borne in mind that the United 
Kingdom and the United States in the 
past have taken no_inconsiderable 
portion of Germany’s exports. 

It would thus appear that both 
Russia and Germany find themselves 
isolated in so far as a considerable 
portion of their foreign trade is con- 
cerned. What would be more natural 
than that they should endeavor to 
trade with each other as much as 
possible? The U.S.S.R. is determined 
to proceed with its program of indus- 
trialization, and is about to enter upon 
a second and even greater “Five Year 
Plan.”’ Germany is exceptionally well 
fitted to supply the equipment which 
the U.S.S.R. will require from abroad 
to fulfill this program. On the other 
hand, Russia’s undeveloped resources 
provide an ample source of supply for 
Germany’s food and raw-material re- 
quirements. In other words, their typ- 
ical exports and imports seem to 
dovetail well enough to make possible 
a fairly even balance of trade between 
the two countries, and, as has been 
previously pointed out, gradual indus- 
trialization of Russia is likely to result 
in a greaterratherthanasmaller volume 
of trade between the two countries. 
We may well expect Germany to make 
a determined effort to meet the Soviet 
request to buy as much from Russia as 
the U.S.S.R. buys from Germany, a con- 
dition which would make a sound eco- 
nomic alliance between them inevitable. 

Such a policy could be effectively 
placed in operation and maintained. 
The trade of the entire Russian nation 
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tally, shows no sign of collapse. |; Meria and 
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appears to be stronger now than 2 Imp artificial 
any other period of its history. (, MB The rece? 
the other hand, well organized apj MM Britain 
coordinated German industry, in spite JM tariffs th 
of unsettled internal political cond. His also ‘ 
tions, has displayed versatile ability j, qdicates 
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ferent 


between Soviet Russia and Germany 
is contained in the nonaggression pacts 
recently entered into by them with 
Russia. The most important of these 
agreements is believed to be the Franco- 
Russian pact of November 29, 1932, 
by the terms of which “both nations 
confirm the Kellogg antiwar pact and 
agree not to resort to arms in settle- 
ments of disputes and to refrain fron 
giving aid to a third party that might 
come into conflict with the other.” 

One may consider the Franco-Rus- 
sian agreement to be the most impor- 
tant of the European nonaggression 
pacts, because France for the last 
fifteen years has occupied a preeminent 
position in shaping continental Euro- 
pean affairs. She realizes that shi 
cannot indefinitely continue, financially 
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not surprising, therefore, to 
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f continental hegemony which 
steadfastly pursued for the last 

en years, and that she as well as 
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aggression pacts, if put tothe test, 
would have more weight with Russia 
than the benefits to be derived from 
uninterrupted German trade, is a mat- 
ter which cannot be forecasted. Nor 
is it possible to predict to what extent 
changes in the German Government 
may affect future developments in so 
far as future Soviet-German relations 
are concerned. It is believed, however, 
that Germany has too much at stake to 
consider abandoning her present eco- 
nomic policies toward Russia. Eco- 
nomic and political interests are so 
intimately interwoven that, despite 
the radically different social systems 
of the U.S.S.R. and Germany, a politi- 
cal and even a military alliance between 
the two countries is not at all incon- 
ceivable. It is certain that these two 
countries are being drawn economically 
closer and closer together, and that as 
a result, Germany as well as Russia 
will be strengthened industrially. It is 
believed that these factors have played 
and will continue to play no small part 
in shaping the political policies of 
continental European countries. 
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‘Ideals, if they survive the high mortality of 


uth and adolescence—which few of them do- 


irn, like tadpoles, into a different shape as they 

ipproach maturity. An ideal, by the time it is 
full grown, has become an idol; and in this new 
form, though it makes less stir in the world, it 
{+ 


ften wields tremendous power.” 


“The Endless Adventure’’—F. S. OLIVER 
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arge interpretation required by gifts 
ike that of Mr. Wharton to keep alive 
ell pirit as well as their letter. So 
do such foundations maintain 

ch with the affairs of a changing 


world as their donors desired. In our 
best universities at least the long strug- 
for freedom to think for one’s self 
Such 


nit ides ol 


rie TO! 
in social subjects has been won. 
The 


freedom is essential. 


thought and the definite confidence 
possible in a period of calm must be 


modified in a period of rapid change 


and instability. ‘The sharp definitions 


appropriate in Mr. Wharton's time 
need new shadings. 
New Facts Challenge the Old 
Conclusion 
Sweeping contrasts like free trade 
r protection, nationalism or inter- 
nationalism, give a false picture. The 


do not fall into clean cut oppos- 


facts 





ing categories, and emphasis must 
change as conditions change. Each 
particular issue has to be decided on its 


’ merits, largely with reference to present 


facts. Not 


of thought, 


our freedom 
Too 


reappraisals 


withstanding 
social scientists 
to 
essential before 


] 


an 


we 


frequently fail make 


which are our judg- 


relation to 


When we 


formed our opinions years ago, most of 


ments ¢ ave value in 


1 


business or political affairs. 


us, like myself, were impressed with the 


argument for free trade. Most of 
is, like myself, came out of the War 
firmly convinced that another world 
war would destroy civilization, and 
that intense international cooperation 
was essential. We still think about 
current conditions full of these pre- 


dispositions and rely on old conclusions 
although the premises have changed 
and new facts attention. Pride 
f opinion and emotions almost inevi- 


involved. Nothing but 


need 


1 
tably pecome 
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a conscious effort to bring 
of opinion and these emotion 
the open and to re-think pr 
the light of present facts rat 
former conclusions gives us a1 
of being useful in the interpret 
current phenomena. We must 
our mission in the light of conte 
facts. 

Tonight as a result of such 
pay 


vision of your founder. 


homage 
So far 
permits I shall obey, with n 


at reappraisal I 


changes in emphasis and shadi: 
his farsighted instructions to 

fessor of for. 11] 
founder, | am not an Internat 
in the current meaning and im 
of that term. Like your foun 
like your own Professor Patt 
lieve the road to prosperity in t 
ahead lies in making this great 
so far as possible self-sufficient 


commerce, 


taining a proper balance betwe 


culture, mining and manuf 


and supplying its own wants. 
founder, like myself, would see 
social, political nor economic ad 
in a superstate running the 
Such a state can never be created 
Your founder 


by brute force. 


agree that important questions af 


this nation should be decide 
primary reference to home pr 
rather than by efforts at wor 
agreements among divers nati 


the world each with varied an 
conflicting interests. 
of that 


radio, telephone and fast ships 


us be convinced 

or even justify more intense eff 

international interdependence. 

in our emotional and troubled w 
, 

O1 


modes quick 


instantaneous communicat 


these 


and 


tensify the probability of disagr 
and almost force measures to mi! 





Nor would 


news] 


transpor'! 


1929 
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iences by reducing points 
We must slow down the 
which we attempt to secure 
Whatever 


p* SSeSS, 


agreements. 
ntages they may 
nts openly arrived at may 
easy to secure than agree- 
e more politic and super- 
methods of old-fashioned 
\lore impressed even than 
er by the importance of 
world recently involved in 
ersal war, we cannot ignore 
petition which will be a 
rollary if we keep increasing 


Nor 


mic interdependence. 


more the probability that 


| 
1ey7 
1MlGCl 


( 


f international trade to the 
e is impossible and even if 
doubtful value in solving 
oblems. 
- would see the impossi- 


T 


king simultaneously abroad 


me for the solution of great 


iblems. I dare state cate- 
would deprecate the con- 


,tional thinking which has for 


to act on 


che sOSe 


caused failure 
to 


i© COUTSCS. 


between 


rs or 


First Things First 


1 


make 


mary obligation is to put our 
nal house in order and by 


r own balance to reestablish 
By SO doing 


contribution 


ocial groups. 
our best 


id realistic internationalism. 


idvocating these things today 


ilmost outcast intellectually 


Hundreds of economists 


yclicals state the true gospel. 


is senter. 
Iniversity 


ried back 


The 


calls 


president of 
continually 
[ believe dangerous. 
five years in the 
ost distinguished quarterly 


1 
that 


to 


disclose a single para- 
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graph in which the author of a single 
article intended 
although vast quantities of facts drawn 
from this quarterly compel my baser 
A host of intelligent and 
spite of 

fifteen 


to give me comfort, 


conclusions. 
idealistic men and women, in 
the disillusionment of the last 
years, still believe the only way to 
prevent another world war is the road 
of international cooperation leading to 
gradual creationofasuperstate. ‘These 
lend their powerful support to current 


theories. I think this the one sure 
road to another world war. Great 
exporters of mass production goods 
wishing to regain their briefly held 


foreign markets join the chorus. I 
believe Europe will not allow us, in the 
words of your founder, to maintain for 
ourselves virtual monopoly of the most 
profitable and _ civilizing industries. 
They now thwart our efforts by suitable 
tariffs. Great bankers with large in- 
vestments abroad still think of 
investments in terms of their nominal 


these 


value and perhaps still desire to take 
from England banking leadership of 
the world. By their skill and adroit- 
ness they stimulate mass psychologies 
that lead us toward policies designed 
I believe that from the 
we 


to such ends. 
nature of 
cannot be bankers to the world. 

We hear continually that because we 


our national economy, 


are now a great creditor nation we must 
accept internationalism in its extreme 
forms. 
we should recognize Europe’s inability 


Of course like any good creditor 
to meet present agreements. Like good 
neighbors and lenders, we should mini- 
mize world friction and act reasonably. 
By such policies based on realistic facing 
of facts, we can contribute an element 
clearly necessary to the restoration of 
normal conditions abroad. ‘The war 
debt problem should be solved once and 
for all by some compromise satisfactory 
to us and tolerable for Europe. 





follow that the existence 


should control our na- 


licies. ‘The payments called 


the present situation if paid in 


would directly 


} 
7 ( \OUS 


I lac re 
pete with our domestic products, 
ically to unemployment and 


tensify the difficulties connected with 

from 
not to 
me it Is 


export crops. Even 


apart 
pending negotiations we ought 


mentinthis way. ‘To 


4 A 
wholly unrealistic to think of such 
lebts as if their original issue prices 
had present day importance or as if 
the agreements on which they are 
based could now be carried out. Weno 
long ink of radio stock as worth 
$400 a ire or of steel as worth $250 
\\ nfuse the issues involved in any 

( e study of the present if we do 

t assume vast readjustments. Inter- 
) ( iment il debts will be compro- 
mised, sharply reduced by agreement, or 
repudiated Privately owned interna- 
tional debts are in process of readjust- 
ment [he important thing is to avoid 
so far as possible the growth of bitter 
ree 

ia D nting Grou 

Fortunately not all groups accept 
extrem<¢ internationalism. Labor 1S 
listurbed, as | am, because our na- 
tional standards of living and employ- 


ment are threatened more and more by 


he reduced effectiveness of our tariffs 

caused by depreciation of foreign cur- 
° 7 . . . 

rencies and appreciation ot our own. 


Phoughttul 
ustries hesitate to 


lati 
hey leal i 


manutacturers in many 
] ] 

Make pians. 

may yield to the 


Ongress 


ressur¢ | internationalism, reduce 
tariffs and ruin what is left of their 
markets \ few mass production man- 
igers believe Europe will not allow us 
to maintain for ourselves virtual mo- 

| { | 5 ] 7 
nopol ) the most profitable and 
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A few k 

dents of think w 

explore the possibility of a hig 
of national self-sufficiency as 

native of internationalism. B 
groups are overborne by the « 
seeming authority and the 
public is impressed by warnir 
stantly repeated that such vi 
narrow-minded, materialistic a 
tifying. Nevertheless our p¢ 
still hesitate to seek order at | 


civilizing industries. 
economics 


throwing our whole economic st! 
deep into the chaos of a trouble 
The President of the United S: 
throws his 
power in favor of taking first 
first and solving our home pr 
‘Our international trade re 
though vastly important, are 
and necessity secondary to th 


his inaugural weig 


lishment of a sound national ec 


The Case for International: 

The for internationalis: 
been best stated by a great citi 
the world, Sir Arthur Salter, in 
cent book “Recovery, the Secor | 
fort.” In complete unselfishne: 
with great Sir Arthu 
devoted all his time and abiliti 
the War to the cause of inter: 

Let list 
away from possible domestic « 
into wholly theoretical internat 
controls which Sir Arthur Salter 
direct statements or by easy int! 


case 


powers, 


cooperation. me som 


from them believes essential! 


salvation of the world. 


1. International control of curren 
elastic domestic prices and wages. 
what elastic wages mean in ter! 
changed labor attitudes. 

2. International control of foreig: 
ing both public and private. E\ 
international bankers will shy at this 

3. International agreements on 
and reparations cancelling enough 
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reign 


resumption of interna- 


ize we have given away 


a suggestion that 


billions of dollars belonging 
but that we start the proc- 
Our investing public 


aA 


bout this. 
] 


i 


agreements 


on 


tariffs 


ctions with their reduction 


i\y 


I]y 
1i1Ly 


yn this. 


for revenue purposes. 


have 


major industries both na- 


ial, 
in 


our na 


involving almost 


tional 


ng the League of Nations 


ana 


1 poli 


tically. 


| see 


merica will help in this. 
vuncils both national and 


V1 


nt 


t 


h effective 


powers. 


We 


ured a national council, to 


in international one. 
in the European situation 
e efforts shall be made to 


- 
VI 


( 


iI] 
li 


e 


( 


f power 
_ 
rrance 


among 


agree 


groups 
without 


her political safety that in 
a balance of power? 
lual development of a super- 


te 
Lf 


ints already 


he 


} 


ssible 


laVING 


‘rstanding. 
ha 
(sermans 


au‘ 


a4 


ne 


solution 


made 11 


We 


In conq 
this, in | 


11S, 


ivolve 


only through force 
lost 
when 


our 

we 
uering 
etting 


They would have done an 


+ 


es 


iC illy 


It 


Cf 


ee | 
of 
but in 


Ty) 
Lil} 


ov assume 


many 


SO 


id 


4 


rom the complexities 
committees of the 


CcaSes 


promises in Geneva. 


necessities 


al idealism, but a coun- 


1 


\nvone | 


ooking at the 


ly knows that mostif not 


s are impossible. 


t 


t 


»\ 


remise of internationa 
\rthur in his pref- 


Sit 


Yet 


1] 
] 
i- 


int carries conviction. 


premise of such far-reach- 


+ 


ns have critical examina- 


acceptal 


ce se 


me, 






2n4 
3Y95 





sanity requires sympathetic and critical 
of alternative domestic 
possibilities. ‘This of 
pendent internationalism, set up im- 
mediately after the War, on inadequate 
information and with little understand- 


consideration 
interde- 





idea 


ing of the difficulties, may easily be 
worshipped as anidol. We are in dan- 
of forgetting real differences in 


ger 
national objectives and problems, and 
real limitations imposed on the minds 


of all human beings by varying emo- 


tions and interests. ‘To me, the road 
to freedom from world wars and to 
prosperity lies in working out most 
problems at home. In this way we 

reduce the necessity of inter- 


may 
national 
within the capacity of human nature 


cooperation to a minimum 


and remove most sources of friction. 
I consider it great good fortune that 
the world progresses rapidly in this 
direction. 

Trade Barriers Es crentiail to Stal 

We cannot look simultaneously at 
home and abroad for solution of our 
difficulties. Policies adapted to one 


field too frequently oppose needs in the 
other. Continued attempts to straddle 
will almost surely not accomplish con- 
structive We 
where to direct our « nergies. 

Trade restriction policies adapted to 
home problem of stability are in 
consistent with the widely 
desire for ol 
Higher prices, in this country essential! 


results. must choose 


our 


expressed 


removal trade barriers. 


to securing a proper balance between 


debts and values and to stabilizing our 
farmers and home owners, would in 
themselves be new trade barriers on 


the export side and would compel new 
‘ade barriers against imports if we are 
avoid destructive competition for 
‘The need of 


tr 
to 
many industrial groups. 
at h 


price 


all our people for higher pri ome 


c 
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is inconsistent with the desire of part of labor and less of leisure and 
of our people to export manufactured Rather is the reverse true in ey 
goods. Adequate home buying power Our only hope of continuous 
can only result from high real wages and from technological progress is 
from a price level related to our debts. standards of living, shorter 
This is inconsistent with the compelling labor, greater security both in maty;;; 
necessity of low wages and prices if we and old age and more of lei 
are to seek our future in the inter- comfort. By the sane handling 
national markets. Shall we prefer high domestic problems all these 
general standards at homeas wehavein attained. We look on restorat;} 
the past or set up social forces strength- foreign trade as an essential ste; 
ening the pressure for low wages? road to recovery only because 
Mass production can thrive only on_ industry, agriculture, forestry, mi: 
widespread buying power. banking, finance and our d 
The assertion is frequently made, trade, 90% of our total, were lef 
that international trade is a necessary interwoven with international 
corollary of industrialism. ‘To a lim- and price levels that they « 
ited extent of course this is true. No with an uncoordinated world. |: 
one wants to stop essential foreign view not only can relative self « 
trade. From our own standpoint, as_ ment be the solution of our prol 
the most self-contained of nations, the depression, but it is the only poss 
minimum of imports required to obtain solution. ‘The course we now 
essential raw materials is a necessary requires neglect of our domesti 
corollary of industrialization, but this lems, a wholly improbable deg: 
can readily be secured in exchange for international cooperation, 
those home products which must be social readjustments at hom 
exported. It should not be secured by periods of time for its attain: 
methods which unstabilize great groups within which our social structur 
of workers. Within such limits in-_ disintegrate. 
dustrialization can be maintained with- Many years ago Professor 
out foreign trade. Nor would a high pointed out the importance of t! 
degree of regional self-sufficiency mean of home needs first. ‘“ Natio1 
that we must go back to the spinning he said, “tends to adjust the 
wheel and the hand loom. Our prin- of a nation more closely 1 
problem is no longer environment and thus develop 


cipal economik 
capacity to produce. The halt in natural resources. . . . Cosmo] 
production which now threatens our ism overlooks the need of this 


whole social structure is not a halt ment to objective conditions. 
proceeding from lack of capacity to throws around the nation strong 
produce, nor will it be. ‘Technological from which it is hard to break a1 
and management progress not only results in a statical state.” 
continues but accelerates. Our prob- He saw clearly that attent 
lem is to restore the buying power of our national objectives is neither ! 
people on whom always 90% of our nor stultifying. ‘A national i 
market has depended. A solution of not opposed to the general good 
this problem will not condemn us to’ whole world. If each nation ma! 


lower standards of living, longer hours’ best use of its own land and of it 





whole 


world 


fullest degree.” 
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will be 


of Trade Collaps é 


se of international trade is 


internationalist 


p* SI- 


de restrictions destroyed 


that 


we cannot 


recover 


ional trade is revived by 


ese r 


the 


estrictions. 


collapse of 


In 
interna- 


my 


results mainly from serious 
tion of raw materials, stimu- 


mpetition among the indus- 
and followed by the sharp 


ITh¢ ity 


TI 


prices. 


1e living 


st numbers of people have 


ry 
‘his 


overproduction 


and 


e is the primary fact and 


( 


this 


is true, rer 


tions are mainly a result. 


noval of 


ictions would not only fail 


foreign 


4} 


trade but w 


‘ould ac- 


r domestic difficulties. 
ipse of raw commodity prices 


e most important economic 


world. 


ey 


f these 


should 


Facts arer 
be for 


commodi 


1ot avail- 
- careful 


ties, but 


points to a chain of events 
¢ like the following. 
Germany and the United 


lt great 


tially identical nature. 


e War 


industrial 


bitter cor 


machines 
Long 
npetition 


between England and Ger- 
export trade to a world typi- 
industrialized, but producing 


rials with which it paid for 


ts of the industrial countries. 


red as active competitors just 
mestic industrial development 


stimulated to fever heat 
ts and the needs of Europe for 
Our bankers thought 
Great Britain from her post of 
in international finance and 


tion. 





by 








engaged in frenzied competition to 
advance loans to all the world. Our 
industrialists, having in mind that an 
America without automobiles or radios 


came in a few short years to own one 
passenger automobile for each six in- 
habitants and radio for almost 
every family, believed that a like proc- 
The 


one 
ess would take place abroad. 
export market looked inexhaustible and 
the home market one of assured high 
buying power. Industrial and financial 
imperialism held all enthralled. 
One little fact escaped us. Most of 
the world can pay for its importations 
of by its 


exports mineral 


us 


manufactured goods only 
of agricultural and 
crops. By the middle 1920’s we and 
Kurope had so stimulated these crops 
the world over that there were on all 
sides unmistakable signs of overproduc- 
tion. For a time our ill considered 
balloon of foreign loans continued to 


make possible large exports of manu- 


factured goods. But the basis for 
credit failed and for this and other 
reasons England and the United States 
stopped lending. At once the far- 


reaching consequences of over-stimu- 
lated production in raw commodities 
made themselves felt. Prices dropped 
rapidly in accordance with the ancient 
principle of demand and supply. The 
buying power of whole nations failed. 
In an almost hopeless struggle to main- 
these nations im- 
Their 


tain national credit 
posed restrictions on imports. 
loss of buying power and consequent 
Cur- 
rencies in many countries depreciated. 
This intensified competition 
with our home industries and added to 
our disadvantages in trade. 
Kurope no longer needed to borrow nor 
from us for 
purposes. Vast unemploy- 
Because our domestic 


restrictions stopped our exports. 
foreign 
foreign 


could she borrow recon- 


struction 


ment resulted 











licies were not elastically adapted to 


changes in the international field our 


lomestic economy was upset. 


Importance of Social Equilibrium 


The maintenance of society is a 
problem In the 
absence of compensating controls any- 


of social equilibrium. 


thing that seriously affects one element 
in the social equation may have reper- 
Difficulties aris- 
ing out of our own international policies 


cussions everywhere. 


and out of European troubles pyramided 
on defects and unsound policies in our 
domestic affairs and caused unnecessary 
troubles here. We should have man- 
aged domestic difficulties in ways which 
minimized the impact of world condi- 
International troubles were al- 
our 


tions. 
beyond any possibility of 
Our only was to 
insulate ourselves against them. ‘This 
The industrial 
nations are equipped to make the same 


W a\ » 
( yntrol. defense 


we failed to do. big 
things in quantities far in excess of any 
buying power which can be created by 
the quantities and kinds of raw mate- 
rials the world is equipped to produce. 
No_ possible the 


condition through international meas- 


Way exists to cure 
ures except a return to laissez faire and 
the slow and destructive survival of the 
an era of fierce international 
competition. ‘The 
tural products and the mining of min- 
products are for many hundreds of 


fittest in 
growth of agricul- 
eral 
million people, first, modes of living and 
only secondarily ways of earning a liv- 
g. ‘The emotions and desires of great 
are directly involved. Under 
these conditions increased general price 
evels would not quickly increase the 
price level of raw commodities except 
as we by domestic policies changed our 
own price levels and stabilized our own 
producers. ‘The price of wheat or sugar 

world markets 


might well decline in 
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notwithstanding generally ri 
levels. 

Our international trade has 
more than that of any other i: 
commercial nation. I belj 
nomic and social forces mak: 
adapted of all industrial nat 
present day competition in t} 
goods. \ 


of manufactured 
grave disadvantages arising 
fact that we must export ag 
products. Our position is f 
reasons much like that of New | 
in relation to those souther: 
whose advantages virtually tra: 
the coarser grades of cotton ¢ 
new mills erected in their are 
and less skill is required to op: 
more and more automatic ma 
and the competition of peasant 
becomes more effective. The 
foreign trade during and after the \\ 
was an exotic growth. Until w: 
this, our national policies will 

our international 


fused and 


inconsistent. 


Relative Unimportance of Inte 
Trade 

There are bad times 
international markets and we 

Europe a disservice if we seek as | 
ful competitors to secure an in 
share in these markets. We s! 
succeed, for Europe must win 


ahead 


competitive race or be lost. N 
national trade plan that invol\ 
active efforts to expand foreig: 
can be sound for Europe nor c: 
such plan, even if sound for I 
be a safe basis on which to rebui 
industry. We should look af 
our relations to foreign trade. 


important has it been? 
Our per capita exports in 193! 
only 4% of our per capita incon 


produ 


6% of our per capita 
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Shall we allow such small percentages critics themselves suggest a 
to control our future? We have lost dangerous use of averages. 1) 
less than 4% of our volume in agri- would start without further a 
cultural, mineral and manufactured flat 10% reduction in our entire tay 
production through the collapse of structure, a reduction made with 
reign trade but we have lost from thought of its effect on any parti 
$5°% to 55% of volume of manufac- industry and its labor, or its ya; 
ured goods right in the home market. impact on all protected industry; 
Shall we seek to restore the 4% in the The fetish of internationalism js ind 
international field and to increase the worshipped as an idol. Reductior 
volume of manufactured goods several trade barriers will not increa 
fold, or shall we try to regain a far importation of free goods and it 


larger volume at home? We cannot be remembered that free goods p 
do both. constitute 65% of total imports. 
We are told that our export trade It is inevitable that we shall 
gave employment to two millions of tinue to import certain raw mater 
our countrymen. A large number will and food products. According 
continue to be so employed under any Department of Commerce, crud 
policies adopted with reference to for- terials and crude and manufa 
eign trade. Onthe other hand,in1927, foodstuffs constituted just under 60 ' 


our textile industry alone, an industry of our total imports in the period 192 
most vulnerable to tariff changes, em- 1930. The most important im; 
ployed 1,694,000 people. But, it is are the following seven commoditi 
said, this gives an unfair picture; that named in order of their significa: 
the difficulties in the 10% are respon- silk, rubber, coffee, sugar, hides, pay 
sible for our trouble in the 90% area. base stocks, and copper. ‘The averag 
. As a statement of existing conditions annual value of the imports of th 
there is much truth in this thesis. We seven raw materials was $1,514,000,00¢ 
have in fact managed our national and amounted to 37% of our 
economy so that the destructive effect imports in the period 1926-1930. 0: 
of international troubles is a maxi- two of these seven raw materials 
mum. We have let the international namely, sugar and cattle hides, 
situation unstabilize great groups of duties imposed upon them. ‘The aver 
our countrymen. The real question age annual value of the imports 
is whether this can be avoided. More- sugar was $223,000,000 and of catt 
over, it is objected that I deal in aver- hides and calf skins $52,000,000. 
ages and that specific products within On the other hand the average 
the various classes often have sub- nual value of manufactures and sen 
stantially large percentages of export manufactures imported during the san 
trade. To an extent this criticism is five year period was 40% of the valu 
fair. Some groups of workmen must of total imports. Only eight classes 
adjust themselves to alternative occu- manufactured goods imported had a! 
pations because the basis of interna- average annual value in excess of $45, 
tional trade in their products has disap- 000,000 during the period under dis 
peared. Careful detailed study might sion. Three of these enter duty 
solve part of these problems. No paper and paper products, fertil 
solution will work perfectly. But my and petroleum products. The ot 
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of jute, cotton, wool, flax 
ire subject to tariff duties. 
annual value of these last 
of imports amounted in 
riod to only $300,000,000. 
export large quantities of 
ls. ‘These include cotton 
export about half our total 
wheat of which we export 
either as wheat or as flour, 
h a substantial but smaller 
xported mainly in the form 
lucts, tobacco of which we 
it 40% of total and 
products of which we export 
unt but a small percentage. 
petroleum it is important 


our 


continue to export these 


t1es. 

tic Trade 1s Fundamental 
interfere, 
effort to 


inufactured goods interferes, 


as other things 


ly except as our 
international trade policies 

so directed that they make 
the exchanges necessary for 
raw materials in 

ur exports of raw materials. 


tain needed 


is our primary problems are 

We not 
he only way we can main- 
increase our present exports 


must delude our- 


reasing imports of manufac- 
ls which will in the 
ympete with established home 


Shall we gain by shifting 


main 


ups now surrounding these 
into other areas and other 
whose exports may grow? 


our relatively mobile labor 
licy will 
well overwhelm us. 

of our export crops not 


add social strains 


cS 
d but at home are controlled 
I cannot 


ternational markets. 
we can straighten out any of 
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these crop situations so long as we 
limit our thinking to the international 
markets or seek our general salvation 
at price these 
markets. Even if we change the living 
habits of our own people, we cannot 
change the living habits of 
petitors. If we 
the rest of the world will go into the 
international markets and by filling the 
demand keep prices down. 
ers who grow cash export crops will 


levels determined in 


our com- 


restrict production, 


Our farm- 


remain on living standards imposed 
from abroad so long as they are subject 
to this international 
Exported wheat must continue to be 


pric e situation. 


priced in international markets, but 
the portion of the wheat crop consumed 
at home need not have its price level 
determined internationally. We have 
overstimulated the production of many 
Such 
be regulated so that farmers 
The stability of 


home consumed 
must 


secure a fair living. 


Crops. crops 


one-third of our people depends on 
such problems. Our desire to collect 
the public and private debts owed us 
abroad; our wish to export mass pro- 
duction products, our willingness and 
indeed our urgent pressure to export 
vast quantities of petroleum products, 
our allowing haphazard oil production 


against principle of national 


defense and conservation of resources 


every 


for our descendants; all these add to 


the difficulty of establishing inter- 


national markets soundly related to the 
rest of our national life. 

Every raw material of which we have 
an export surplus is now tangled with 
situation which 


an international over 


we have no control. Great groups of 


our people have their whole status 


determined by these uncontrollable 


factors. ‘There are two _ possibilities 


ahead and, so far as I can see, only two. 
The first is to go on as we are, admitting 
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GENERAL ImMporTs OF MERCHANDISE BY Commopity Groups 
the Five Years 1926-1930 as shown in Table No. so6 
f{bstract of the United States 1932 
\r ints in Millions 
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Nott modit lerlined above are those referred to in the text 
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IMPORTS OF MERCHANDIS! 


BY COMMODITY 


INTERNATIONALIST IDOLS 


GROUPS 





serting that there is no way 
the problems of these fellow 
en except by solving the prob- 
world we neither control nor 


The other possibility is to 


varying needs of our groups 
1 in the 
in our power to meet their 


world chaos and 


stabilize them through do- 
ies directed toward main- 
balanced national life. 

all on the 


em, we must apply internal 


re to progress at 


and establish controls where 


within our and 


power, at 
national borders. For gen- 
maintained by tariffs price 
above 


} 
| 
yoods 


manufactured 
price levels. This helped 
the side of a prosperous 


munity a widely varied 
life with the high standards 
made possible by our great 

1 our high average produc- 


then as 


abor. This policy 
ered exports of manufac- 


Somehow we prospered. 


Mat 
Prox 


larmers to 


We should now 


their old relative position without dis- 


restore our 
turbing these established domestic in- 
dustries in their home markets. 

To 
maintain in 
levels on the great export crops above 


restore the farmer we _ should 


our home market price 


the world price levels. Of course, if 


our production of these 
the 
home we can accomplish this easily by 
tariffs. But this involves transferring 


hundreds of thousands of our farmers 


we reduce 


crops to amount consumed at 


into industry, a process utterly impos- 
sible until we solve our unemployment 
problem. Certainly industry cannot 
absorb these people at the present time 
and, unlike farming, industry when it 
loses its power to employ men is not 


Much 


farmer 


even a way of living. current 
thinking about the 
phasizes the immediate importance of 
export 


overem- 


limitation of oul 


crops this is sound sociological policy 


output. In 


only when alternative and dependable 
modes of making a living in industry 
The prob- 


are possible. agricultural 
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involved in our home-consumed 
ts must obviously be solved 
ternally. In any event, therefore, 
remedies for our farm problem whether 
export crops or home-consumed 
ps must be sought primarily at 


A Problem of Trial and Error 

We must not expect too much of first 
attempts to restore prices by separating 
domestic from foreign price levels or to 
stabilize home-consumed Crops. It is 
a trial and error job. Different crops 
present different problems requiring 
special attention. We should not be 
deterred from efforts to accomplish 
these results because the Farm Board 
in efforts to carry out an ill-conceived 
plan for using the government and its 
money failed to accomplish necessary 
results and wasted large amounts of 
money. A solution can be found only 
by trial and error directed at the sound 
objective of restoring domestic price 
levels to proper balance with the rest 
of the community. In his pending 
yroject the President properly asks 
large discretion, for progress by trial 
and error on complicated questions 
requires quick decisions and experi- 
mental attitudes. If industrial and 
business America opposes giving such 
powers and starting such experiments, 
it may condemn itself to prolonged 
bad business. ‘The blind opposition of 
industrial America to all efforts to 
solve a problem on which depends at 
least a third of the domestic market 
many times the total export mar- 
ket in importance is_ inconceivably 
shortsighted. 

But it will be said that our manu- 
facturers must have exports. Before 
we gamble our whole national stake on 
exports, let us consider this statement. 


There are only two major classes of 





manufactured products for w] 
amounts normally exported exceed t¢ 
of their total production. Th: 

(a) machinery,” of which in 
years, 1926-1930, while the 
demand was temporarily hu; 
exported 42% of the amount 
duced; and (b) refined petrol. 
which, in the same period, we e: 
18% of the product of our refi 
The exports of machinery by Eng 
Germany and the United Stat 
1924 to 1931, inclusive, were 
$6,750,000,000. Our own export 
machinery are something like 1 
our total exports. This is th 
field where a large-scale demar 
our exports is likely to continue t! 
competition will intensify. The 

of the world not yet industr 
will try to produce at home 
things which falling prices for 
own commodities make unattai: 
For this purpose they will 
machinery, but by so much as 
succeed, international trade is no | 
necessary. ‘The exports of non-ag 
tural machinery by England, Ger: 
and the United States from 1924 
1931 were four times what went 
Russia and probably made unneces: 
something like twenty per cent 
world’s trade. Ability to use 
matic machinery is not confined 
few nations. We have been bu 
four Russias. Clearly this market 
machinery is not only a dimini 
market, but these exports mak 
other exports more difficult. 
far as the rest of the world needs 1 
they should continue, but mac} 
manufacturers must expect dec 
foreign markets. As for peti 
products, our responsibility for 


2 . a ee ee eee en 
2 Agricultural implements, electrical ma 
machine tools, engines, turbines, tractors, ar 


wheel's 











ture should lead at once to 
bilizing this industry under 
stop the shocking 
great national asset both 
rtsighted domestic policies 


W hich 


these exports. 


manutacturers fi nd 


their 


other 
by increasing 5% of 
luction and neglecting 95%? 
stablished a great variety of 
to the lasting advantage of 

We should so handle our 
other policies that these 
with their large amount of 
labor can prosper through 
markets. ‘The alternative 
fice many of them in futile 
restore prosperity by ex- 
ur weekly wash with Ger- 
Kngland in attempts to 
titious international division 
We forget that in physical 
and in labor all 
ns are equipped to do mis- 
all purpose 
home we 


trained 


on 
machines. At 
an effective division of 


washing 
al- 


SESS 


Difficulty of Control 
st fundamental objects of 
lucation and business man- 
always involve methods to 
lerstanding of problems and 


Con- 


necessary as the basis both for 


and impose controls. 


nding itself and for all effective 
and 


ward planned decisions 
In the international field un- 


eludes our capacity and 


re impossible. Our political 
make wise handling of for- 
rs peculiarly difficult. Is 
leadership ready to leave our 
tune to the blind working out 
which we neither understand 


If leadership is not ready 
| . 
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to abdicate, we should face the facts 


concentrate our attention on home 
understand 





and 

gi 
problems, so difficult to 
that they challenge our best efforts and 
so hard to control that they involve 
the first magnitude. 
the better chance to 











problems of 
Where have 
regain the lost customers of American 
business, in the wholly uncontrollable 
foreign market, subject to all the risks 
of changing foreign policies legitimately 





we 








adopted to meet varying local needs, or 
at home where, if we have wisdom, we 
and maintain 






can exercise controls 
equilibrium? 
We are a diversified people. Our 


land can supply all but a few commodi- 








ties necessary to a rounded economic 
life even in this scientific age. Just as 
we should study selectively what com- 
modities to export and so handle our 
that we _ stabilize 
should study 
From such 








domestic 





problem 





their producers, so we 
selectively what to import. 
a combined study we can set up controls 
which will build a new balance of trade 
com- 






throwing the emphasis on these 
modities. Exports that develop 
rally without interfering with domestic 
stability, will do no harm, provided 
tariff and other policies are shaped 
to the few critical 





natu- ’ 







with a view com- 
modities which must be exchanged. 


decide to emphasize 






But suppose we 
domestic attacks on this depression and 






to insulate ourselves from the destruc- 
foreign 





tendencies originating in 
approach 


tive 
situations. shall we 
the home problem? No individual can 
hope to present a complete plan, but a 






How 






few essentials can be pointed out. 






The Domestic Atta R 





This depression is serious because the 
indi- 





which 





framework of society on 
vidual business must function rocks on 
Under such 








its foundations. condi- 





104 
n margins of safety always con- 
lered reasonable are entirely 
inadequate. ‘The individual is power- 
( Stability can be regained only 
by government action. Our general 
irection and leadership has faltered 
1 failed. ‘This default of general 
idership may be cured at home; it 
as though it would be It cannot 
be cured by looking abroad. Leader- 
hip is impossible where understanding 
breaks down and controls cannot be 
I bl] S| ed 
believe we must study our impor- 
tant social groups until we have an 


inderstanding of their several problems 


ind then laws a framework 


1 
erect by 
] 


within which these social groups can 


with relative stability and on 
ot 
Today 


living 
the 
farmer tied into the international situa- 


reasonably even standards 


uughout the nation. 
es ‘ | . 
conaition at home, 


to the 


tion, and in chaotic 


industrial 
Asa direct 


Hoare writ 


relation 
portion of our community. 


repercussion, industry loses a _ large 
part of its markets and millions of 
peopl are out of wi rk and on doles. 
Our first task is to restore his buying 
power by isolating the farmer from 
international price levels and by regu- 
lating home-consumed crops. I believe 
U! DOS ible 


1 1 
In what other ways can we attack 


unemployment? Unemployment _ re- 


from loss 


sults in some small measure 

f foreign markets, but mainly from 
sing as buyers our farmers, our unem- 
ploved themselves, large« parts of our 
investing group ind a great mass of 
pe e who dare not buy. ‘To these 
destructive forces we be gin to see added 
the disturbing competition of nations 
with depreciated currencies, a competi- 


tion which will threaten more and more 
nome and 


We should 


what stability we retain at 


to our une 


mployment. 


I 
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surely defend any existing i: 
group against unstabilizing fore; 
petition. We must as soon as 
build up buying and bring 
labor shortage. ‘The first ste; 
be the immediate limitation 
of labor by Federal law so that ay 
work spreads so far as practical 
our labor group. Any such lin 
be arbitrarily 
be elastically 


must determine 

related 
It is a 

this nation’s intelligence that w 


it can 
indices of employment. 


no proper labor statistics; 
Perkins will erase. Such a lim 
on hours of labor would do mu 
offset our over-development in 
trial equipment. 

Having limited labor to an arl 
number of hours estimated on 1 
conditions, 


technological we 


create buying power through 
government projects that have 

purpose, whether or not they ar 
We stimulat 


vate expenditure as Rorty sugge¢ 


liquidating. could 


bonuses to private capital for cons 


tion activities. Credit expansion, 


tively futile in present condition 


| 


be expected under such conditi 


as our great. stimulant. 


serve 
should use any prac ticable device | 
or private that will stimulate b 
By such methods we may creat 


once attained we should mainta 
steady labor shortage. Becaus« 
wages are the condition to mass b 
power, we must set in operation 

which will put labor in good barga 
position and rapidly pass on to 
its share in technological progres 

the present of purch 
power, the serious risk 


is dependence for revival of buyi 


collapse 
most we 
the old economic forces which ope! 
in previous depressions. 
ous to assume that the forces of rec 


It is dar 
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by their own momentum. 
yn is qualitatively differ- 
y which has preceded it. 
new stage in the gradual 
the industrial revolution. 
new methods and heavily 
liance on mere lapse of 
assume recurrence 
rehabilitation. 
lost that bold 


required to restore it. 


innot 
forces of 
is so far 
difficulties are an index 
tude of our departure from 
The 


.atured and we witness on a 


nditions. industrial 
same phenomena of 


ich » have known for 


in the textile and bitumi- 
i\dustries and now see in the 
There must be 
Wecan’t 
p thinking and rely on 
Roosevelt 


industry. 
and strong ones. 


will Franklin 


pessimist. If we consider 
blems and work them out, 
f science puts well within 
higher material civilization 
is dreamed of, a civilization 
igh general standards of 
t on a 
civilization 


ing, me submerged 


aterial which 


reat civilization possible. 
t prosper with bankrupt 
many millions of industrial 
Fifty million people can- 
75 million ineffectives. 
restore 75 million to effec- 
international measures. 

1 not be the 
our people, for we are 


ool: We 


rking out the vast prob- 


problem shoul« 


| ‘ 
as O] 


ped to supply these. 


in the intelligent inte- 


society and 


isure at every level. 


its equipment 
We 


the first time in the history 


of the world, be facing leisure as a great 
p-oblem, always with the understand- 
ing that out of leisure alone can we 
create a great society. 

1 am that | 
narrow nationalism, of advocating even 
cultural Neither 
is one to which | can assent. 


aware am accused of 


isolation. criticism 

I agree 
with an eminent Englishman who re- 
cently said to me “* The best service you 
can do for Europe is to work out your 
own problems.’’ Speaking specifically 
about that 
civilization, 
on “It is too late 
solutions in England, it is too late on 
the Continent. It is 


but soon will be in America. It 


greatest curse of modern 


unemployment, he went 
for us to originate 
not yet too late, 
may 
not yet be too late for us in Europe to 
learn from Still 
speaking specifically of unemployment, 


your experience.’ 


but for myself, I have no hope we can 


work out this problem except by isolat- 


ing it at our national border beyond 


which understanding and control cease. 
[ have tried to present in rough out- 
line some things which should be con- 


sidered in any coordinated plan for 


the restoration of America. It involves 


no expression of opinion about policies 


of other nations and no thesis about 


] 


modes of Indeed its 


a be lie that 


their procedure. 
most fundamental basis is 


out 


7 
rr nation must work 


each region « 
its own policie fit its own needs. 
Whether we like 1 r not, the rest of 
the this. It 


volves no time thesis 


world in- 


long against 
closer relations with Canada except as 
present extensions to include Canada 
might involve giving up home controls 
critically needed and 


now complicate 


our farm problem. ‘The development 
of North America will require harmo- 


My 


favored 


nious handling of many problems. 
the 


handling tariffs but 


thesis is opposed to most 


nation method of 








entirely consistent with thoughtful de- 
velopment of reciprocal trade agree- 
ments in manners which do not disturb 
established social groups in this coun- 
try. In making any such agreements 
we should always keep in mind that 
treaties are hard to modify and that 
conditions change constantly. We 
need elasticity like the common law 
at its best rather than the dead hand 
of the codifier. Such elasticity is possi- 
ble only at home. Chinese junks have 
radically changed the rubber industry. 
Invention steadily alters the balance 
of industry. We should keep our power 
to maintain equilibrium. 
A Leadership with Power 

To accomplish results, leadership 
with large powers is essential. The 
checks and balances of quieter times 
are wholly inappropriate to our present 
need. President Roosevelt has demon- 
strated leadership. Congress should 
continue to give him the _ requisite 
powers. Beside leadership and power 
we need a coordinated general plan, 
for all such projects attain significance 
and chance of success through their re- 
lationships. We need measures which 
take into account many diverse but 
related factors affecting social equilib- 
rium. ‘The natural desire of Congress 
not to give up power even in this critical 
national emergency might be met in 
part if a Planning Board were estab- 
lished by cooperation between the two 
branches of government. Beyond this 
it requires recognition by the people 
and by Congress that a national emer- 
gency of the first order exists. Such a 
Planning Board should contain repre- 
sentatives of Congress, men of affairs 
and university men. We are an over- 
specialized people and all these points 
' view, modified by give and take, 
should be brought into any plan. We 
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now handle complex problem 
general physiology of our 
organism with the methods and und 
standing of a country doctor of the 19; 
century. 

One thing is sure. The gov: 
alone can restore the framew 
moving equilibrium, which y 
the energy and initiative of indi, 
now powerless to act. To acc 
this requires temporary adjustm 
our governmental methods lik 
needed in war. We have a Presiden; 
who knows how to electrify a | 
He has the first requisite for his 
he knows and can practice | 
Under such leadership any coor 
plan devised to restore the 
equilibrium of this nation is better 1 
no plan. Even reasonable wisd 
produce extraordinary results. G 


power and a general plan relat 
our national need for a new equilil 
recovery and prosperity are arou: 
next corner. 

3ishop Berkeley of Cloyne, tl 
nent Irish philosopher who incident 
knew America well since he li\ 
Newport, Rhode Island from 1728 1 
1730, in 1735 raised many queries 
the Ireland of his day. The caus 
distress in the Ireland of that 
differ almost completely from the 
of our own troubles, the result t 
now included poverty-stricken fi 
and unemployment in industry. 

Just so a ruptured appendix, 
plosion of infection in a sinus, 
severe attack of pneumonia p! 
identical temperature respiratio! 
pulse charts. The causes diffe 
the remedies are in large part diss! 
but the old phenomena of feve: 
breathing and overtaxed heart re 
all three. In all three the re: 
seek restoration of organic equilit 
through a combination of speci: 
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The 


post 


treatment. 
the 


present 


reneral 


charts of 
\\ ar 


ne major significance. 


period to 


es the existence of critical 
ts and the need for spe- 
treating specific malad- 


In the present state of 
the general physiology 
inderstanding of causes is 


It always will be unsatis- 


be 
ific remedies directed at 


social now in 
ected at 
the community alone give 


groups 
acquiring new 
Iccess. These queries ol 


ley selected from a long 
pertinent. 
may be in our power to 


, without interfering 


be a crime to inquire 


without foreign 


y 1 } 
may UO 


at would follow on such 


not put a hand to the 
spade, although we had 

Mmmerce 

was a wall of brass 


this 


there 


ubits high, round 
natives might not never- 
cleanly and comfortably, 
nd reap the fruits of it? 

lved that we cannot do 
ign trade, whether, at 


not be worth while to 
branches thereof deserve 


; 
ined, and now tar we may 


. } 
it on under our present 
le be not then on a right 


’ 


commodities are 


hange only for domestic 


be not true that the Great 


ect might undersell us 
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even in our own markets, and clothe 


our people with their stuffs and calicoes, 
if they were imported duty free? 

Whether there may not be found a 
people who so contrive as to be impov- 
erished by their trade? And whether 
we are not that people? 

Whether a foreigner could imagine, 
that one half of the people were starv- 
ing, in a country which sent out such 
plenty of provisions: 

Whether the benefits of a domestic 
commerce are sufficiently understood 
and attended? 

Whether the great and general aim 
of the public should not be to employ 


the people 


Whether there can be a greatel 
reproach on the leading men and 
the patriots of a country, than that 


want employment! 


the people should 
not be 


And 
found to employ 
the blind, the dumb, the deaf, and the 
or other branch of 


methods may 


the 


whether 


even lame and 


maimed, in some 


our manufactures? 

Whether. we are not in fact the only 
people who may be said to starve in 
the midst of plenty: 


Whether o 


and silver are not very 


ur prejudices about gold 
apt to infect o1 
misguide our judgments and reasonings 
about the public weal? 
Whether the ruinous 
Mississippi, South-sea, 


the 


such 


effects of 
and 


schemes, were not owing to an abuse 
of paper-money or credit, in making it a 
means for idleness and gaming, instea 
of a motive and help to industry 


Whether as 


produceth a goodly harvest, even so an 
doth 


seed equally scattel ed 


equal distribution of wealth not 
cause a nation to flourish? 

Whether if 
doth not in the first place provide a 
‘erns his work? And 


ea ; 
a man builds a house he 


plan which gov 
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